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33-5834 Comments sought on the guide for 
preparation and filing of registra- 
tion statements which requires re- 
ports or memoranda concerning the 
registrant to be furnished to the 
staff as supplemental information 
in connection with submission of a 
registration statement. 








JUNE 28, 1977 


33-5835 


34-13622 


34-13623 


34-13626 


34-13635 











DOCUMENTS DEPARTMENT 


Thirty-six releases in the account- 
ing series and a related Securities 
Act release which preceded the in- 
Stitution of that series are being 
rescisided. 


This rule provides an _ optional 
method for calculation or registra- 
tion fees by open-end investment 
companies and unit investment 
trusts. 


Proposal of amendments. which 
would incorporate into the uniform 
net capital rule specific treatment 
of trading strategies known as 
“straddles.” [File No. S7-616— 
Comment Period Expires 8/1/77] 


Adoption of amendments which ef- 
fect several technical adjustments 
to provisions of the uniform net 
capital rule prescribing financial re- 
sponsibility standards for non- 
clearing specialists or market 
makers in listed options and con- 
struct an optional financial respon- 
sibility standard available to certain 
self-clearing specialists or market 
makers in listed options. 


Solicitation of comments of a re- 
vised version of a proposed rule 
governing the dissemination of 
quotations for reported securities. 


As of September 1, 1977, two rat- 
ings in one of the three highest 
categories of the nationally recog- 
nized statistical rating organiza- 
tions will be required for the 
purpose of qualifying short term 
commercial paper of high quality 
for the reduced haircut treatment 
available under the net capital rule. 
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34-13636 


Adoption of rules applicable to 
transfer agents regarding the estab- 
lishment of a national system for 
the clearance and settlement of 
transactions in securities under 
Section 17A of the Securities Ex- 
change Act of 1934 

34-13637 Proposal to amend rule on written 
inquiries and requests to require 
that transfer. agents acknowledge 
promptly and respond as soon as 
possible to certain communications 
which do not meet the requirements 
of the rule. [File No. S7-707—Com- 
ment Period Expires August 15, 
1977] 





OPINION 





34-13638 STEPHEN R. FLAKS 

Where registered securities asso- 
ciation’s denial of a member’s ap- 
plication to employ a salesman 
rested to some extent on a misap- 
prehension about the _ findings 
made in the association’s prior 
disciplinary proceedings with re- 
spect to that salesman, denial 
proceedings remanded to the Asso- 
ciation for reconsideration on the 
basis of what had actually hap- 
pened in the prior disciplinary 
proceedings. 
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SECURITIES ACT OF 1933 
Rel. No. 5834/June 13, 1977 
[File No. S7-706—Comment Period Expires 8-20-77] 


GUIDE FOR REPORTS OF MEMORANDA CON- 
CERNING REGISTRANTS 


AGENCY: Securities and Exchange Commission. 
ACTION: Advance Notice of Proposed Amendment. 


SUMMARY: The Commission has authorized the Di- 
vision of Corporation Finance to seek comments on the 
guide for preparation and filing of registration state- 
ments which requires reports or memoranda con- 
cerning the registrant to be furnished to the staff as 
supplemental information in connection with sub- 
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mission of a registration statement. The Commission 
and the Division are concerned by the apparent con- 
fusion on the part of some members of the securities in- 
dustry and their attorneys as to the requirements of this 
guide and are interested in determining whether 


clarification or substantive amendment of the guide »® 


necessary and appropriate. 


DATES: Comments must be received on or before 
August 20, 1977. 


ADDRESSES: All communications on this matter 
should be submitted in triplicate to George A. Fitz- 
simmons, Secretary, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, D.C. 
20549. Comments should refer to File No. S7-706 and 
will be available for public inspection. 


FOR FURTHER INFORMATION CONTACT: William 
C. Wood, Associate Director, Division of Corporation 
Finance, Securities and Exchange Commission, Wash- 
ington, D.C. (202) 755-1214. 


SUPPLEMENTARY INFORMATION: The Commission 
today announced that its Division of Corporation Fi- 
nance is soliciting comments on the operation of Guide 
42, ‘‘Reports of Memoranda Concerning the 
Registrant,’’ of the Guides for the Preparation and 


Act of 1933 [15 U.S.C. 77a et seq., as amended by Pub. 









Filing of Registration Statements under the oy Pu ® 


L. No. 94-29 (June 4, 1975)]. Guide 42, like all existing 
guidelines for preparing Securities Act registration 
statements, is not a Commission rule nor does it bear 
the Commission’s official approval. Rather, it re- 
presents policies and practices followed by the Division 
in administering the disclosure requirements of the 
Securities Act of 1933. 


Background 


Guide 42 as it now exists was published in Securities 
Act Release No. 4936 (December 9, 1968) (33 FR 
18617), after having been first published as Item 25 in 
Securities Act Release No. 4666 (February 7, 1964) (29 
FR 2490), and subsequently published for comment in 
slightly revised form in Securities Act Release No. 4890 
(December 20, 1967) (33 FR 507). Further, the staff had 
followed substantially the same policies and practices 
reflected in the guide for a considerable period of time 
before the guide was first published. 


Dual purposes were designed to be served by the re- 
quirements of Guide 42: (1) furnishing to the staff of 
materials necessary and helpful for its examination of 
registration statements filed under the 1933 Act; and 
(2) ‘‘gun-jumping”’ considerations. It is primarily in the 
first area that problems of interpretation appear to have 
arisen. 








The first clause of Guide 42 requires submission of 
‘‘any engineering, management or similar report or 
memorandum relating to broad aspects of the business, 
operations or products of the registrant’? which was 
prepared in the previous twelve months ‘‘for or by the 
registrant. . .or any principal underwriter.’’ It has 
recently come to the Division’s attention that some 
members of the securities industry have interpreted 
this requirement in a number of ways inconsistent with 
longstanding staff interpretation and in some cases 
have confused the elements of the first clause with 
those of the second clause of the guide, which requires 
submission of any report prepared ‘‘for external use by 
the registrant or a principal underwriter in connection 
with the proposed offering.’’ The second clause has as 
its focus the gunjumping problem rather than the 
examination assistance which is the focus of the first 
clause. 


SPECIFIC INTERPRETATIVE PROBLEMS 


The Division’s interpretative position on the first clause 
of Guide 42 has been to require that it be provided with 
all reports of the nature described in the guide which 
have been prepared in the past 12 months. No 
exceptions to this requirement are set forth in the guide 
and none have been read into the guide by the staff. 
However, there appears to have been an interpretation 
followed by some law firms which reads into the 
requirements of the first clause of Guide 42 an 
exception for reports prepared by an underwriter in the 
ordinary course of business prior to knowledge of the 
offering or of participation therein and not distributed 
after such knowledge. Suggested examples of such 
materials prepared in the ordinary course of business 
by an underwriter include such items as ‘‘research 
reports,’’ ‘‘investment research reports,’’ and ‘‘market 
letters.’’ The Division does not believe such an 
exception is permitted by the existing guide. 


The Division specifically requests comments on the 
advisability of such an exception to the requirements of 
the first clause of Guide 42. In particular, the Division is 
interested in comments: (1) as to whether the guide’s 
requirements are unduly burdensome absent the 
suggested ‘‘exception’’ discussed above, (2) as to a 
definition of the terms ‘‘research report’’ and 
‘tinvestment research report,’’ (3) as to specific 
criteria for determining which reports ‘‘relating to the 
broad aspects of the business’’ would fall within this 
suggested exception, and (4) as to any detrimental 
effect on adequate disclosure to investors which might 
result from such an exception. 


In a similar vein, it has been suggested that Guide 42 
be amended by creating a specific exception for 
materials meeting the requirements of Rules 138 [17 
CFR 230.138] and 139 [17 CFR 230.139]. Rule 138 
permits a broker-dealer who participates in an offering 


of non-convertible senior securities registered on 
Forms S-7 [17 CFR 239.26] or S-9 [17 CFR 239.22] to 
publish opinions or recommendations concerning the 
registrant’s common stock and conversely permits 
publishing opinions or recommendations concerning 
the registrant’s non-convertible senior securities where 
a registrant has filed or intends to file an S-7 or S-9 
registration statement relating to its common stock. 
Rule 139 permits a dealer who participates in an 
offering to publish, as part of a comprehensive list of 
securities, opinions or recommendations concerning 
the securities being registered if certain conditions are 
met, including that the issuer be subject to reporting 
requirements under Secions 13 or 15(d) of the 
Securities Exchange Act of 1934 [15 U.S.C. 78a et seq., 
as amended by Pub. L. No. 94-29 (June 4, 1975)] and 
that the recommendation not be given special 
prominence or more favorable treatment than in 
previous such lists. Comments are requested as to the 
feasibility and desirability of an amendment which 
would specifically except these Rule 138 and 139 
materials from the requirements of Guide 42. 


The requirements of the first clause of Guide 42 apply 
to reports ‘‘prepared by or for the registrant, any 
security holder named in answer to Item 19(a) of Form 
S-1 [17 CFR 239.11], or any principal underwriter.’’* It 
appears that some confusion exists as to whether the 
guide’s requirements should extend to all members of 
the underwriting syndicated or instead be confined to 
managing underwriters only. It has been suggested 
that the “ordinary course of business” exception may 
be more appropriate for relieving the other underwriters 
who are members of the syndicate but not the 
managing underwriters from the requirements. The 
Division is interested in comments on the benefits, 
practicality and possible detrimental effect on 
disclosure to investors which might result from making 
such a distinction between managing underwriters and 
members of the selling group. 


The materials called for by the first clause of Guide 42 
include any reports or memoranda of the nature 
described which have been prepared in the twelve 
months prior to filing of a registration statement. In 
connection with its broad consideration of the guide, 
the Division is interested in receiving comments on 
whether this twelve month period is reasonable or 
whether it might be shortened without interfering with 
the purpose of assuring submission of materials neces- 
sary for the staff’s review of the registration 
statement. 





*A principal underwriter is defined as ‘‘an underwriter 
in privity of contract with the issuer of the securities as 
to which he is underwriter, the term ‘issuer’ having the 
meaning given in Sections 2(4) and 2(11) of the Act.”’ 
[17 CFR 230.405(p)] 
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The Division is also interested in comments addressed 
to the issue of responsibility for submission of Guide 42 
materials in order to determine whether there is a clear 
understanding that all parties mentioned in the guide, 
registrant, selling security holders and principal 
underwriters, bear responsibility for compliance and in 
order to determine whether this placement of 
responsibility is reasonable and not unduly burden- 
some. 


Finally, the Division understands that because certain 
materials are not distributed after the underwriter 
learns of the proposed offering, in certain instances this 
has been treated as a basis for removing those 
materials from the ambit of both the first and second 
clauses of Guide 42. This suggests that possible 
confusion exists as to the differing requirements and 
focuses of the two clauses. It also appears to read an 
additional exception into the first clause of the guide, 
even though no basis for such an exception exists in 
either the language of the guide or the staff’s 
interpretation thereof. Commentators are invited to 
address this area so that the Division will be able to 
determine if clarification is necessary and to assess this 
additional approach to the concept of an exception to 
the guide’s requirements. 


All interested persons are invited to submit their 
written views and comments on the foregoing areas and 
on any other aspects of Guide 42 which may be of 
assistance to the Division in its consideration of the 
guide. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


June 13, 1977 





SECURITIES ACT OF 1933 
Rel. No. 5835/June 15, 1977 


SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13630/June 15, 1977 


PUBLIC UTILITY HOLDING ACT OF 1935 
Rel. No. 20077/June 15, 1977 
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INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9817/June 15, 1977 


ACCOUNTING SERIES 
Rel. No. 220/June 15, 1977 


Notice of Rescission of 
CERTAIN ACCOUNTING SERIES RELEASES 
AGENCY: Securities and Exchange Commission. 
ACTION: Rescission of accounting series releases. 


SUMMARY: Thirty-six releases in the accounting 
series and a related Securities Act release which 
preceded the institution of that series are being 
rescinded on the basis of a review and determination 
that the pronouncements and policies stated in the 
releases have no current application or have been 
superseded by other pronouncements, rules or 
standards and are no longer necessary in the 
administration of the Commission’s current rules and 
regulations. This action will eliminate the need for 
registrants and other users to retain the releases for 
reference purposes and will enable the Commission to 
cease to maintain the releases in its records as well as 
to omit them from a new compilation of releases in the 
accounting series currently being prepared. 9 


EFFECTIVE DATE: June 30, 1977. 


FOR FURTHER INFORMATION CONTACT: Robert 
R. Love, Office of the Chief Accountant, 500 North 
Capitol Street, Washington, D.C. 20549 (202) 755-1773. 


SUPPLEMENTAL INFORMATION: The new compila- 
tion of the releases in the accounting series, which will 
include all of the releases through No. 195 which 
remain in effect, is expected to be published in the near 
future by the United States Government Printing 
Office. The publication must be ordered from and 
remittance made payable to: 


Superintendent of Documents 
Government Printing Office 
Washington, D.C. 20402 


Commission Action: The Commission hereby rescinds 
the following releases in the accounting series, Parts 
211, 231, 241, 251 and 271 of Title 17, Chapter II, of the 
Code of Federal Regulations. 


Federal 

Release Register 

No. Date Citation 
33-1210 January 6, 1937 11 FR 10912 
AS- 1 April 1, 1937 11 FR 10912 
6 May 10, 1938 11 FR 10913 

















Federal 


Release Register 
No. Date Citation 
7 May 16, 1938 11 FR 10914 
9 December 23, 1938 11 FR 10915 
10 December 23, 1938 11 FR 10916 
11 January 4, 1940 11 FR 10916 
13 February 20,1940 11 FR 10917 
14 February 29, 1940 —0— 
TS March 16, 1940 11 FR 10917 
16 March 16, 1940 11 FR 10917 
17 March 18, 1940 11 FR 10918 
23 April 9, 1941 11 FR 10923 
26 July 1, 1941 11 FR 10924 
30 January 22, 1942 11 FR 10924 
32 March 10, 1942 11 FR 10926 
35 September 3,1942 11 FR 10926 
38 December 19,1942 11 FR 10927 
42 January 8, 1943 11 FR 10928 
45 June 21, 1943 11 FR 10929 
50 January 20, 1945 11 FR 10931 
52 May 10, 1945 11 FR 10932 
53 November 16, 1945 11 FR 10933 
55 May 26, 1946 11 FR 10946 
61 May 15, 1947 —0— 
63 August 5, 1947 —0-- 
65 June 21, 1948 —0— 
69 July 12, 1950 —0— 
85 February 29, 1960 25 FR 1940 
86 April 12, 1960 25 FR 3396 
96 January 10, 1963 28 FR 586 
(33-4574, 34-6990, 35-14787, IC-3611) 
107 January 18, 1967 32 FR 856 
(34-8024) 
133 December 14,1972 38 FR 1733 
(33-5341, 34-9910) 
134 January 3, 1973 38 FR 1734 
(33-5345, 34-9923) 
137 January 11, 1973 38 FR 1735 
(33-5352, 34-9938, IC-7617) 
140 January 18, 1973 —0— 
145 August 2, 1973 38 FR 21782 


By the Commission. 


George A. 


Secretary 


Fitzsimmons 





SECURITIES ACT OF 1933 
Rel. No. 5836/June 16, 1977 


INVESTMENT COMPANY ACT OF 1940 


Rel. No. 9819/June 16, 1977 


COMPUTATION OF FILING FEE FOR SECURITIES 
REGISTERED BY OPEN-END INVESTMENT COMPAN- 
IES AND UNIT INVESTMENT TRUSTS 


AGENCY: Securities and Exchange Commission. 


ACTION: Final rule. 


SUMMARY: This rule provides an optional method for 
calculation of registration fees by open-end investment 
companies and unit investment trusts. It has the effect 
of requiring registration fees for only those shares or 
units registered in excess of the number redeemed or 
repurchased in the previous fiscal year. 


EFFECTIVE DATE: June 27, 1977. 


FOR FURTHER INFORMATION CONTACT: Anthony 
A. Vertuno, Division of Investment Management, 
Securities and Exchange Commission, Washington, 
D.C. 20549 (202) 755-1192. 


SUPPLEMENTARY INFORMATION: On March 15, 
1977, the Commission published proposed Rule 24e-2 
under the Investment Company Act of 1940 [17 CFR 
270.24e-2] for comment (Release 33-5817, 1C-9677, 42 
FR 15922, March 24, 1977) to permit certain investment 
companies registering additional securities pursuant to 
Section 24(e)(1) of the Investment Company Act of 1940 
[15 U.S.C. 80a-24(e)(1)] to include in the computation of 
the filing fee a credit for securities redeemed or 
repurchased during the preceding fiscal year. The pro- 
posed rule has been revised to reflect certain comments 
received during the comment period ended April 20, 
1977, and is being adopted, effective June 27, 1977. 
Section 24(e)(1) of the Investment Company Act of 1940 
(‘1940 Act’’), which permits registration of additional 
shares by post-effective amendment, provides for the 
payment of a filing fee calculated in the manner 
specified in Section 6(b) of the Securities Act of 1933 
(U.S.C. 77a et seq., 77f(b)] (‘1933 Act’’). Rule 24e-2 
was proposed pursuant to the broad authority of the 
Commission under Section 6(c) of the 1940 Act [15 
U.S.C. 80a-6(c)] to, by rule ‘*. . .exempt any person, 
security, or transaction, or any class or classes of 
persons, securities, or transactions, from any provision 
or provisions of this title. . .’’ and adoption of the rule 
is based on the Commission’s determination that relief 
from the payment of certain registration fees imposed 
by Section 24(e) of the 1940 Act ‘‘. . .is necessary or 
appropriate in the public interest and consistent with 
the protection of investors.’’ 


Comments Received 


Thirty-four letters of comment were received on the 
proposed rule, with all but two commentators favoring 
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its early adoption. The two commentators oppose the 
adoption of the rule as inappropriate and unnecessary 
because they disagree with the Commission’s view 
that, absent the rule, a fee is required. Some of the 
other commentators, while supporting adoption of the 
rule, suggested its revision or expansion, and such 
comments fell into three broad categories: 


(1) That the language of the rule be clarified in certain 
respects; 


(2) That the rule be revised to permit its use by unit 
investment trusts as well as by open-end management 
investment companies; and 


(3) That the method of computing the credit be 
modified. 


Authority for the Rule 


Two commentators have questioned the authority of the 
Commission to adopt the rule; they argue that shares 
that have been reigstered, sold and redeemed need not 
be registered in order to be offered again. The 
Commission’s view is that, absent an available 
exemption, all securities offered or sold by an issuer are 
subject to the registration requirements of the 1933 
Act, notwithstanding the fact that such securities may 
have been redeemed or repurchased by the issuer 
subsequent to their earlier sale pursuant to a 
registration statement. Thus, securities once registered 
and sold by an issuer may not be reacquired by the 
issuer through redemption or repurchase and resold in 
a public offering without re-registration because the 
disclosure and reporting requirements applicable to 
redeemed or repurchased shares do not provide 
adequate protection for investors. The Commission’s 
long-standing position is consistent with the legislative 
history of the 1933 Act. The legislative history shows 
that all distributions of securities were intended to be 
covered by the provisions of the 1933 Act unless a 
specific exemption applied.! Moreover, except for the 
Section 4(2) exemption for non-public offerings, the 
transactional exemptions provided by Section 4 of the 
1933 Act [15 U.S.C. 77d] expressly exclude offerings 
made by an issuer. 





'**The power [of the Commission to exempt securities] 
is deemed necessary for the effective administration of 
the bill, but is expected to be used only in a sparing 
manner, which keeps in mind the prima facie require- 
ment that every security and transaction not specifical- 
ly exempted by the terms of the bill should be kept 
within it.” H.R. Rep No. 85, 73rd Cong. 1st Sess. 6-7 
(1933). (Emphasis added.) 
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The public distribution of shares—whether redeemed 

or newly issued—is thus the type of issuer transaction 
which requires registration absent an available 
exemption.? The fact those shares may be deemed to 

be the ‘‘same’’ shares which have been registered prior 

to previous public sale does not negate the fact na @ 
after redemption, the subsequent resale involves a 
public offering by the issuer and, thus, falls squarely 
within the distributive framework the 1933 Act was 
intended to cover. 








Although one of the two commentators opposing the 
adoption of the rule suggested that the Commission 
hold a public hearing to consider the constitutional and 
statutory aspects of the proposed rule, the questions 
raised by these commentators have been considered by 
the Commission, and they bring to light no new 
evidence or arguments which would warrant the 
Commission’s reconsideration of these issues. 
Therefore no hearing is considered to be required in 
connection with the adoption of this rule. 





Revision of the Proposed Rule | 


As noted above, some commentators urging adoption o 
the rule have also recommended revision or expansion 
of its scope. 


a. Clarification of language of the rule 


Several language changes have been made in the rule ) : 
to reflect the concerns of commentators. In addition, to 

assure that issuers filing post-effective amendments 

registering additional securities pursuant to Section 

24(e)(1) correctly obtain and report the redemptions 

and repurchases establishing the basis for the credit 

provided by the rule, the text of the rule has been 

revised to establish a procedure for providing this 

information. 


b. Inclusion of unit investment trusts | 


Several commentators urged that the credit provided be 
available to reduce registration fees payable by certain 
unit investment trusts issuing redeemable securities. 
The commentators’ view is that such treatment is 
necessary on equitable grounds. They argue that failing 
to include unit investment trusts as well as open-end 
management companies within the rule would create a 
competitive disadvantage for unit investment trusts, 





2*TI]t [the Securities Act of 1933] does not affect the 9 | 
ordinary redistribution of securities unless such 
redistribution takes on the characteristics of a new 

offering by reason of the control of the issuer possessed 

by those responsible for the offering.’’ Id. p. 5. 











and ‘‘Commission filing fee policy ought not to favor 
one type [of investment company] over another.’’ 


The Commission has considered these comments and 
agrees that such a revision is both equitable and 
appropriate, and the rule has been revised to provide 
similar treatment to both open-end management 
companies and unit investment trusts. The registration 
provisions of Section 24(e)(1) of the 1940 Act extend to 
unit investment trusts as well as to open-end 
management companies. Republication of the proposed 
rule to solicit comment on this revision is not required 
because the revision extends the benefit of the rule, 
and because the concept has clearly received the atten- 
tion of commentators. Since republication for comment 
would delay the benefit of the rule to all registrants or 
would cause the inequitable delay of relief to certain 
registrants, such resolicitation would be adverse to the 
public interest. 


c. Modification of fee credit computation 


Finally, anumber of commentators suggested that the 
availability of the filing fee credit provided by the 
proposed rule be modified. Alternatives suggested 
include (1) permitting the credit to be utilized during 
the fiscal year in which a redemption or repurchase 
occurs (including the fiscal year in which the offering 
commences); and (2) permitting the credit to be 
utilized in a fiscal year later than the next fiscal year 
after such redemption or repurchase occurs; or 
(3) permitting the credit to be carried indefinitely by 
providing that a fee should be paid only when the 
aggregate number of shares registered is increased to 
an amount in excess of the highest previous total 
number of shares as to which a filing fee has been paid. 


These alternatives have not been adopted. Each would 
lead to greater difficulty in monitoring compliance with 
the rule. The first alternative could also tend to induce 
the initial and periodic registration of smaller numbers 
of shares in an attempt to “realize” an earlier use of the 
proposed credit. Aside from the increased risk of 
inadvertent oversales, this would tend to increase in 
the number of filings under Section 24(e)(1) with a 
concomitant increase in expenses to both registrants 
and the Commission. The second alternative is an un- 
necessary provision, since a company with a material 
net redemption credit at the end of a fiscal year can 
avoid the ‘‘loss’’ of the credit (due to a successive net 
redemption fiscal year) by making a single filing pur- 
suant to the rule during that second fiscal year, regis- 
tering the full amount of securities which would be 
covered by the minimum filing fee plus the available 
credit. Such registered shares would thereafter be 
available in the company’s ‘‘inventory’’ for use during 
years in which positive net sales occurred. The third al- 
ternative would provide retroactive relief affecting 
registration fees paid in connection with completed 


registrations of securities, which is beyond the relief 
contemplated by the proposed rule, and for which we 
see no justification. 


In addition, one commentator suggested that ‘‘money 
market’’ funds ‘‘should be required to pay a 
registration fee quarterly based on the net sales of the 
Fund during the preceding: quarter.’’ This approach, it 
is suggested, would allow the fund properly to ‘‘accrue 
and match’’ expenses of a period with income earned 
during that period. This change is not adopted, 
however, because such ‘‘matching’’ of filing fees with 
the benefit derived can be satisfactorily achieved 
through proper accounting procedures which provide 
for accrual and expensing of the costs of share 
registration. Also, this revision would impose on 
issuers and the Commission the added expense of more 
frequent filings. 


It was also suggested that proposed Rule 24e-2 be 
reconciled with proposed Rule 24f-2 under the 1940 Act 
[17 CFR 270.24f-2], (which provides for the registration 
of an indefinite number or amount of securities and the 
payment of a single fee after the close of the fiscal 
year).3 The reconciliation would allow filings pursuant 
to Rule 24e-2 to be made as desired during a fiscal year, 
and would require an aggregate annual payment with a 
single credit (based on the net redemptions during that 
year) to be made once for each such completed year. 
We believe that an incorporation of the fee credit 
concept with the concept of indefinite share 
registration, if determined to be desirable, could be 
more appropriately implemented through revision of 
proposed Rule 24f-2, which is still under consideration. 


CONCLUSION 


In consideration of the foregoing, Chapter I! of Title 17 
of the Code of Federal Regulations is hereby amended 
by the addition of Section 270.24e-2 as set forth below. 


§270.24e-3 Computation of fee. 


Where a registration statement under the Securities 
Act of 1933 relating to the securities of an open-end 
management company or unit investment trust issuing 
redeemable securities is amended pursuant to Section 
24(e)(1) so as to increase the amount of securities 
proposed to be offered thereby, 


(a) the fee to be paid at the time of filing of such 
amendment 





3Release No. 33-5724, IC-9347, File No. S7-644; 
published July 8, 1976 [41 FR 32760, August 5, 1976]. 
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(1) shall be calculated in the manner specified in 
Section 6(b) of the Securities Act of 1933 except that, 
for the purpose of such calculation, the maximum 
aggregate price at which the securities are proposed to 
be offered may be deemed to be the maximum 
aggregate offering price, as determined by Rule 457(c) 
[17 CFR 230.457(c)] under the Securities Act of 1933, 
of: (i) the amount of securities (number of shares or 
other units) being registered reduced by (ii) the 
amount of securities (number of shares or other units) 
of the same class redeemed or repurchased by the 
issuer in its previous fiscal year provided that, when 
more than one such amendment is filed by an issuer in 
any one fiscal year, the total amount of securities used 
for such reductions during any fiscal year in which such 
reductions are made may not exceed the total amount 
of securities which were redeemed or repurchased by 
the issuer during its previous fiscal year, 


(2) shall in no case be less than $100, and 


(b) a registrant electing to calculate a filing fee in the 
manner described in paragraph (a) of this section shall 
indicate, on the facing sheet of the post-effective 
amendment, in a footnote to the maximum aggregate 
offering price shown in the registration fee calculation 
table: 


(1) that the calculation of the maximum aggregate 
offering price is made pursuant to this section; 


(2) the total amount of securities redeemed or 
repurchased during the previous fiscal year; 


(3) the total amount of redeemed or repurchased 
securities used for reductions pursuant to paragraph (a) 
of this section in all previous filings of post-effective 
amendments during the current fiscal year; and 


(4) the amount of redeemed or repurchased securities 
being used for such reduction in the amendment being 
filed. 


(Section 6(c) of the Investment Company Act of 1940) 
(15 U.S.C. 80a-6(c)] 


This rule shall be effective June 27, 1977. 
By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13513A/June 16, 1977 


Admin. Proc. File No. 3-5188 
In the Matter of 


EDWARD C. JAEGERMAN 
110 East 42d Street 
New York, New York 


WITHDRAWAL OF NOTICE OF PERMANENT 
DISQUALIFICATION FROM APPEARANCE OR 
PRACTICE BEFORE THE COMMISSION 


The notice of permanent disqualification issued herein 
on May 6, 1977 (Securities Exchange Act Release No. 
13513, 12 SEC Docket 372) is hereby withdrawn. 


Mr. Jaegerman has petitioned the Commission to lift 
the order of temporary suspension issued by the 
Commission on March 21, 1977. The Commission has 
set the matter down for public hearing in accordance 
with Rule 2(e)(3)(iii) of its Rules of Practice. That 
hearing is scheduled for July 11, 1977 at 11 a.m. at the 
Commission’s New York Regional Office before an 
administrative law judge. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13616/June 10, 1977 


Administrative Proceeding File No. 3-5153 
In the Matter of 

ARWOOD CORPORATION 

File No. 81-228 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THAT ACT 


The Securities and Exchange Commission has issued 
an order granting the application of Arwood 
Corporation (‘‘Applicant’’), a wholly-owned subsidiary 
of Interlake, Inc., pursuant to Section 12(h) of the 


























Securities Exchange Act of 1934 (the ‘‘1934 Act’’) for 
an exemption from the reporting requirements of 
Section 15(d) of the 1934 Act through December 31, 
1976. 


It appeared to the Commission that the granting of the 
requested exemption would not be inconsistent with the 
public interest or the protection of investors in view of 
the fact that the securities of the Applicant subject to 
these reporting requirements are held of record by 
about-213 persons and the financial information about 
the Applicant is incorporated in all reports of Interlake, 
Inc. filed with the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13617/June 10, 1977 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (‘‘Exchange Act’’) the single ten day 
suspension of exchange and over-the-counter trading 
for the period commencing at 2:10 p.m. (EDT) on June 
10, 1977 and terminating at midnight (EDT) on June 19, 
1977 of the securities of U.S. Water Co., Inc. (formerly 
Ajax Resources Inc.) (‘‘U.S. Water’’) a Nevada 
corporation with principle executive offices located at 
1801 Avenue of the Stars, Suite 1136, Los Angeles, 
California 90067. 


The Commission ordered the suspension of trading be- 
cause of the lack of adequate and accurate public 
information about U.S. Water’s financial condition and 
operations and because of questions which have arisen 
concerning recent market activity in the company’s 
securities. 


The Commission cautions broker-dealers, shareholders 
and prospective purchasers that they should carefully 
consider the foregoing information along with all other 
currently available information and any information 
subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no 
quotation may be entered unless and until they have 
strictly complied with all of the provisions of said rule. 
If any broker or dealer has any questions as to whether 
or not he has complied with said rule, he should not 
enter any quotation but immediately contact the staff of 
the Division of Enforcement in Washington, D.C. If any 
broker or dealer is uncertain as to what is required by 
Rule 15c2-11, he should refrain from entering 


quotations relating to the securities in question until 
such time as he has familiarized himself with said rule 
and is certain that all of its provisions have been met. If 
any broker or dealer enters any quotation which is in 
violation of said rule, the Commission will consider the 
need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13618/ June 10, 1977 


NOTICE OF FILING PROPOSED RULE CHANGE BY 
PACIFIC STOCK EXCHANGE, INC. 


File No. SR-PSE-77-14 


The Pacific Stock Exchange, Inc. (‘‘PSE’’) submitted on 
June 6, 1977, a proposed rule change under Rule 19b-4 
to amend Rule XIII, its rule imposing restrictions on 
off-board trading, to add exemptions for transactions in 
securities not listed and registered on any national 
securities exchange and that are traded on PSE 
pursuant to unlisted trading privileges,* and for 
securities listed solely on PSE if the issuer of such 
securities applies for delisting and PSE applies for 


unlisted trading privileges with respect to such 
security. 


Publication of the submission is expected to be made in 
the Federal Register during week of June 13, 1977. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute 
proceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federal Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-PSE-77-14. 





*This portion of the proposal was previously filed as 
part of SR-PSE-76-17, which is pending before the 
Commission, and was published for comment in 
Securities Exchange Act Release No. 12539 (June 11, 
1976), 41 FR 24787 (June 18, 1976). 
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Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13619/June 10, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE MUNICIPAL SECURITIES RULEMAKING 
BOARD 


File No. SR-MSRB-77-6 


The Municipal Securities Rulemaking Board 
(‘‘MSRB’’) submitted on June 9, 1977 a proposed rule 
change under Rule 19b-4 to amend MSRB rule G-3(d) to 
require that, subject to certain exceptions, any financial 
and operations principal associated with a municipal 
securities broker or municipal securities dealer must 
take and pass the MSRB Financial and Operations 
Principal Qualifications Examination prior to being 
qualified as a financial and operations principal. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 13, 1977. 
In order to assist the Commission to determine whether 
to approve the proposed rule change or institute 
proceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federa/ Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-MSRB-77-6. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 
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For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13620/June 13, 1977 


SECURITIES INVESTOR PROTECTION ACT OF 1970 
Rel. No. 61/June 13, 1977 


In the Matter of 
A.H. SPEER CO. 
(8-19817) 

ANDREW H. SPEER 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In this broker-dealer proceeding under the Securities 
Exchange Act of 1934 and the Securities Investor 
Protection Act of 1970, Andrew H. Speer (Speer), sole 
owner and president of A.H. Speer Co., failed to 
answer the Order that instituted these proceedings 
and, therefore, is in default:' 


On the basis of that Order, it is found that: 


1) Speer wilfully aided and abetted violations of 
Sections 5(a) and 5(c) of the Securities Act of 1933; 


2) Speer wilfully aided and abetted violations of 
Section 17(a) of the Securities Act of 1933; 


3) Speer wilfully aided and abetted violations of 
Section 10(b) of the Securities Exchange Act of 1934 
and Rule 10b-5 thereunder; 


4) Speer wilfully aided and abetted violations of Sec- 
tion 15(c) of the Securities Exchange Act of 1934 and 
Rule 15c3-1 and 15c3-3 thereunder; 





‘Rule 7(e) of the Commission’s Rules of Practice 
provides that the allegations in the Order may be 
deemed true as to a defaulting respondent. 








5) Speer wilfully aided and abetted violations of 
Section 17(a) of the Securities Exchange Act of 1934 
and Rule 17a-3 thereunder; 


6) Speer wilfully aided and abetted violations of Sec- 
tion 306(a) of the Trust Indenture Act of 1939; 


7) Speer wilfully aided and abetted violations of Sec- 
tion 306(c) of the Trust Indenture Act of 1939; 


8) An Order of Permanent Injunction by Consent was 
entered against Speer for violations of Sections 5(a), 
5(c) and 17(a) of the Securities Act of 1933, and Sections 
10(b), 15(c) and 17(a) of the Securities Exchange Act of 
1934 and Rules 10b-5, 15c3-1, 15c3-3 and 17a-3 
thereunder, and Sections 306(a) and 306(c) of the Trust 
Indenture Act of 1939; 


9) A decree was entered adjudicating the customers of 
A.H. Speer Co. to be in need of protection under the 
provisions of the Securities Investor Protection Act of 
1970, and appointing a trustee for A.H. Speer Co. 
pursuant to Section 5(b)(3) of said Act. 


In view of the foregoing, it is in the public interest to 
bar Speer from association with any broker-dealer. 


Accordingly, IT IS ORDERED that Andrew H. Speer 
be, and he hereby is, barred from being associated with 
any broker or dealer. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13621/June 13, 1977 


(File No. SR-MSTC-77-7) 


NOTICE OF EFFECTIVENESS OF A PROPOSED 
RULE CHANGE BY THE MIDWEST SECURITIES 
TRUST COMPANY 


The Midwest Securities Trust Company submitted, on 
May 18, 1977, a proposed rule change pursuant to 
Section 19(b)(3) of the Securities Exchange Act of 1934 
and Rule 19b-4 thereunder. The rule change clarifies 
requirements for good delivery of securities. 


The foregoing rule change has become effective pur- 
suant to Section 19(b)(3) of the Securities Exchange Act 
of 1934. At any time within sixty days of the filing of 
such proposed rule change, the Commission may 
summarily abrogate the rule change if it appears to the 
Commission that such action is necessary or 
appropriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the purposes 
of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 13, 1977. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission with- 
in twenty-one days from the date of publication in the 
Federal Register. Persons desiring to make written 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-MSTC-77-7. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13622/June 13, 1977 


UNIFORM NET CAPITAL RULE 

Notice of Proposed Amendments 

AGENCY: Securities and Exchange Commission. 
ACTION: Proposed rule making. 

SUMMARY: This release proposes amendments which 
would incorporate into the uniform net capital rule 
specific treatment of trading strategies known as 
‘*straddies.’’ The proposed amendments arise in the 
context of the commencement of trading in listed put 


options on certain national securities exchanges. 
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DATES: Comments on or before August 1, 1977. 


ADDRESSES: Written comments, submitted in 
triplicate, should be addressed to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: Nelson 
S. Kibler, Assistant Director, Division of Market 
Regulation, Securities and Exchange Commission, 
Washington, D.C. 20549 (202) 755-1390. 


SUPPLEMENTARY INFORMATION: The Commis- 
sion today announced that it has under consideration 
proposed amendments to its uniform net capital rule. 
Rule 15c3-1 [17 CFR 240.15c3-1] (‘‘section 240.15c3-1’’) 
under the Securities Exchange Act of 1934 (‘‘the Act’’). 
The proposed amendments are intended to provide 
specific net capital treatment of certain trading 
strategies involving listed options known as 
“*straddles.’’ 


Discussion 


For purposes of determining compliance with the 
minimum net capital requirements of sections 
240.15c3-1(a) or (f), section 240.15c3-1(c)(2) defines 
‘*net capital’’ as the net worth of a broker or dealer, 
adjusted by the several additions to and deductions 
from net worth enumerated in this paragraph of the 
rule. In this connection, section 240.15c3-1(c)(2)(vi) 
applies specified percentage deductions—known as 
proprietary haircuts—to the market value of particular 
types of securities positioned in the proprietary or other 
accounts of a broker or dealer.' Section 240.15c3-1(c) 
(2)(vi) incorporates by reference section 240.15c3-1a, 
which prescribes the haircuts appliable to positions in 
options. However, in lieu of proprietary haircuts, a 
broker or dealer (‘clearing firm”) who guarantees, 
endorses or carries the account of a market maker of 
specialist (‘‘market maker’’) in options listed on a 
national securities exchange or facility of a national 
securities association (‘‘listed options’’) applies to 
positions in the accounts of such market makers the 
deductions from net worth required by section 
240.15c3-1 (c) (2) (x).? 





1See also 17 CFR § 240.15c3-1(f)(3) (1976) (modifica- 
tions to proprietary haircuts applicable to firms 
operating under id. § 240.15c3-1(f)). 


2Section 240.15c3-1(c)(2)(x) concerns itself with the 
accounts of options market makers who are exempted 
from direct net capital regulation pursuant to § 
240.15c3-1(b)(1). A nonclearing options market maker 
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Both section 240.15c3-1(c)(2)(x) and section 15c3-1a 
provide specific treatments for certain dual-position 
trading strategies known as hedges and spreads; 
which reflect the risk-limiting characteristics of such 
trading techniques. Relevant portions of both 
provisions proceed from the empirically demonstrable 
premise that the market risk created by such position 
combinations is significantly less than the risks 
separately attributable to their component parts. 
Anticipating the advent of trading in listed put options, 
both provisions specifically provide for hedges and 
spreads involving listed put options as well as listed 
calls. 


The initiation of trading in listed puts renders available 
to brokers and dealers another dual-position trading 
strategy bearing risk-limiting characteristics similar to 
those engendered by the hedging and spreading 
techniques mentioned above. A dealer holding a long 
call position may elect to acquire a long position in put 
options for the same underlying security, thereby 
creating what has become known as a ‘‘long straddle’’ 
position. The long straddle limits the market risk 
inherent in each of its two components in the sense that 
an increase in the market value of the underlying 
security will produce an increase in the market value of 
the call (but decrease in the market value of the put). 
Should the underlying security lose value, the two 
options will again move counter to each other. Exercise 
of one option produces a hedged position involving the 
other option; simultaneous exercise of both the put and 





who is not exempt from § 240.15c3-1 may elect to 
operate under § 240.15c3-1(a)(6). This provision 
requires, inter alia, that market maker transactions be 
effected through an account carried and cleared by 
another broker or dealer, and applies to such an 
account equity maintenance requirements identical to 
the deductions prescribed by § 240.15c3-1(c)(2)(x). 
Self-clearing options market makers may elect to 
operate pursuant to § 240.15c3-1(a)(7), which also 
derives from § 240.15c3-1(c)(2)(x). See Securities 
Exchange Act Release No. 13623 (June 13, 1977), 
(adoption of § 240.15c3-1 (a)(7). 


3Essentially, a hedged position involves a position in 
put or call options offset by a position of equivalent size 
in the security underlying such options. See § 
240.15c3-1(c)(2)(x)(C) (definition of bona fide hedged 
position). ; 


4A spread position consists of long and short positions 
in the same type (i.e., put or call) of options for the 
same number of units of the same underlying security. 
See §240.15c3-1(c)(2)(x)(D) (definition of bona fide 
spread position). 














the call leaves the dealer with no risk whatsoever. A 
similar analysis applies to what has become known as a 
“*short straddle,’’ i.e., a short call offset by a short put 
for equivalent units of the same underlying security. 


q It appears to the Commission that it is appropriate, for 


capital purposes, to equate a straddle with whichever of 
its two constituent positions, considered alone, would 
create the greater deduction from net worth® Such a 
treatment would seem to recognize the greatest 
possible market risk arising from a given straddle, and 
would establish an additional cushion against the 
somewhat higher capital charges which exercise of one 
(but not both) sides of the straddle would create.® 


Accordingly, the Commission has determined that it is 
appropriate to invite public comment concerning 
proposed amendments to section 240.15c3-1(c)(2)(x)’ 
and section 240.15c3-1a which would incorporate 
therein provisions dealing with straddle positions in the 
manner discussed above. The text of these proposed 
amendments appears later in this release.® 





5Other regulatory and self-regulatory entities, working 
primarily in the context of margin regulation, have 
adopted a similar analysis of straddles. Section 3(i)(4) 
of Regulation T, 12 CFR 220.3(i)(4) (1976) (margin 
required in respect of a straddle held in the general 
account shall be the required margin on the put or the 
call, whichever is greater, plus any unrealized loss on 
the other option); see New York Stock Exch. R. 
431 (d)(2)(E) (customer maintenance margin rule; same 
treatment). Net capital computations under § 
240.15c3-1 are premised upon the current market 
maker value of all securities positions; for this reason, 
reference to unrealized loss in specific straddle 
treatments incorporated into § 240.15c3-1 would be 
unnecessary. See § 240.15c3-1(c)(2)(i)(B)(1), (c)(2)(x)- 
(B)(2)(i) (mark to the market requirement). 


6See generally § 240.15c3-1(c)(2)(x)(A)(2)-(5); § 
240.15c3-1a(c)(3), (4), (9), (10) (treatment of hedged 
positions). 


7By their terms, §§ 240.15c3-1(a)(6) & (a)(7) would in- 
corporate these proposed amendments by reference. 
Section 240.15c3-1(a)(6)(iii)(A), (a)(7)(iii)(A); see note 
2 supra. 


8It has come to the Commission’s attention that the 
advent of listed puts trading may precipitate yet 
another trading strategy in listed options, viz., the 
so-called ‘‘conversion account’’ (i.e., long put, long 
stock, short call, or short put, short stock, long call). 
The Commission wishes to receive the comments of 
interested members of the public before determining 


Statutory Basis and Competitive Considerations 


Pursuant to the Securities Exchange Act of 1934, and 
particularly Sections 15(c)(3) and 23(a) thereof, 15 
U.S.C.§§780(c)(3), 78w(a), the Commission proposes 
to amend sections 240.15c3-1 and 240.15c3-1a in Part 
240 of Chapter II of Title 17 of the Code of Federal 
Regulations in the manner set forth below. The 
Commission finds that any burden imposed upon 
competition by the proposed amendments is necessary 
and appropriate in furtherance of the purposes of the 
Act, and particularly to implement the Commission’s 
continuing mandate under Section 15(c)(3) thereof, 
15U.S.C. § 780(c)(3), to provide minimum safeguards 
with respect to the financial responsibility of brokers 
and dealers. 


Request for Comments 


All interested persons are invited to submit, in 
triplicate, their written views and comments concerning 
the amendments to section 240.15c3-1 proposed herein. 
In particular, the Commission solicits public comment 
addressed to the following questions: 


1. On the basis of impact studies and other appropriate 
statistical compilations, does the treatment of bona fide 
straddle positions proposed herein consititute a rational 
and reasonable measure of the risks inherent in such 
positions? 


2. In what respects do so-called ‘‘conversion accounts’’ 


2. In what respects do so-called “conversion ac- 
counts’ "limit the risks separately attributable to their 
constituent positions? Is it appropriate in the public 
interest and for the protection of investors to 
incorporate into section 240.15c3-1(c)(2)(x) specific 
treatment of conversion accounts involving listed 
options heid by options market makers. 


All communications should be addressed to George A. 
Fitzsimmons, Secretary, Securities and Exchange 





whether it is appropriate to incorporate specific 
conversion accounts treatments into those provisions of 
§ 240.15c3-1 dealing with transactions by options 
market makers. To this end, the Commission has 
included hereinbelow an appropriate question for 
public comment. See generally §240.15c3-1a(c)(5), (6), 
(9), (10) (specific treatments of conversion accounts 
involving options held long or short in the proprietary 
accounts of brokers and dealers). 


9See note 8 supra. 
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Commission, Washington, D.C. 20549, no later than 
August 1, 1977. Reference should be made to File No. 
$7-616. All comments received will be available for 
public inspection. 


Text of Proposed Amendments to Section 240.15c3-1 


The text of the proposed amendments to section 
2240.15c3-1 is as follows (new matter between arrows; 
deletions [bracketed]): 


§ 240.15c3-1 Net capital requirements for brokers or 
dealers. 


(a) zee 


Market Makers, Specialists and Certain Other Dealers 
(6) zs kee 
(iii) es * 


(A) An amount equal to 25 percent (5 percent in the 
case of exempted securities) of the market value of the 
long positions and 30 percent of the market value of the 
short positions; provided, however, in the case of long 
or short positions in options and long or short positions 
in securities other than options which relate to a bona 
fide hedged position as defined in paragraph 
(c)(2)(x)(C) of this section, such amount shall equal the 
deductions in respect of such positions specified by 
paragraph (c)(2)(x)(A)(1)-(9)[(8)] of this section. 


a * * * * 


ees * 


(2) ee 


Brokers or Dealers Carrying Accounts of Options 
Specialists 


4 ia ea 
[Ay * * 


»(8) In the case of a bona fide staddle position as 
defined in this paragraph (c)(2)(x), the deduction shall 
be the greater of the deductions which this paragraph 
(c)(2)(x) would require in respect of the call option 
position and the put option position if both positions 
were pure long (or short) positions. <« 


» (9)~< [(8)] In the case of positions in securities which 
are not part of a bona fide hedged, [or] spread » or 
straddie< position as defined in this paragraph 
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(c)(2)(x) and, in the case of options, which are not listed 
on the national securities exchange of which such 
specialist is a member, the deduction shall be that set 
forth in paragraph (c)(2)(vi) of this section, or, if such 
securities are options, the deduction shall be that set 
forth in Appendix A (17 CFR 240.15c3-1a) to this 
section. 


(D) »(1)—<« For purposes of this paragraph (c)(2)(x), a 
bona fide spread position shall mean long and short 
positions in the same type ‘that is, put or call) of option 
contracts for the same number of units of the same 
underlying security. 


»(2) For purposes of this paragraph (c)(2)(x), a bona 
fide straddle position shall mean long put and long call 
(or short put and short call) positions for the same 
number of units of the same underlying security.< 


(E) For purposes of applying the deductions required 
by paragraph (A) of this paragraph (c)(2)(x) in respect 
of positions in each such specialist's market maker 
account, long and short positions in each such account 
shall be allocated in the following sequence: 


Chere 
(2) 


(3) Thereafter, bona fide straddle positions as 
defined in paragraph (D) of this paragraph (c)(2)(x) 
shall be constituted by matching long (or short) call 
options taken in order of increasing exercise values 
against offsetting long (or short) put options taken in 
order of decreasing exercise values; provided, That in 
the case of long (or short) call (or put) options of equal 
exercise value, the option possessing the greatest time 
to expiration shall be matched first.~< 


»(4)< [(3)] Thereafter, long or short positions not 
allocated pursuant to paragraphs (1), [or] (2) > or (3) 
above shall be treated in the manner prescribed by 
paragraphs (A), (A)(1) or (A)»(9)<« [(8)] of this 
paragraph (c)(2)(x). 


* * * * * 


§ 240.15c3-1a Options (Appendix A to 17 CFR 
240.15c3-1). 


* * * * * 


(c) e 2-2 





























Certain Straddle Positions 


»(13) Where a broker or dealer is long a listed call and 
is also long a listed put for the same underlying 
security, the deduction, after application of the 
adjustments required by paragraph (b) of this 
Appendix A shall be the greater of (i) the deduction 
resulting from application of paragraph (c)(8) of this 
Appendix A to the long call; or (ii) the deduction 
resulting from application of the same paragraph to the 
long put.~< 


»(14) Where a broker or dealer is short a listed call 
and is also short a listed put for the same underlying 
security, the deduction, after application of the 
adjustments required by paragraph (b) of this 
Appendix A, shall be the greater of (i) the deduction 
resulting from the application of paragraph (c)(1) of this 
Appendix A to the short call, or (ii) the deduction 
resulting from the application of paragraph (c)(2) of this 
Appendix A to the short put ~< 


* * * * * 


By the Commission. 


George A. Fitzsimmons 
Secretary 


June 13, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Rel: No. 13623/June 13, 1977 


Uniform Net Capital Rule 
AGENCY: Securities and Exchange Commission. 
ACTION: Final rule. 


SUMMARY: This release adopts amendments which 
effect several technical adjustments to provisions of the 
uniform net capital rule prescribing financial 
responsibility standards for non-clearing specialists or 
market makers in listed options and construct an 
optional financial responsibility standard available to 
certain self-clearing specialists or market makers in 
listed options. These amendments are intended to 
clarify and extend the application of the net capital rule 


with respect to non-clearing specialists or market 
in listed options and to establish an optional financial 
responsibility standard for certain self-clearing 
specialists or market makers in listed options which is 
similar to that afforded options market makers whose 
market maker or specialist transactions are effected 
through and carried in a market maker or specialist 
account cleared by another broker or dealer. 


EFFECTIVE DATE: August 1, 1977. 


FOR FURTHER INFORMATION CONTACT: Nelson 
S. Kibler, Assistant Director, Division of Market 
Regulation, Securities and Exchange Commission, 
Washington, D.C. 20549. (202) 755-1390. 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission today announced the 
adoption of certain amendments to Rule 15c3-1 [17 CFR 
240.15c3-1] (‘section 240.15c3-1’’) under the Securities 
Exchange Act of 1934, the uniform net capital rule. The 
amendments, which become effective on August 1, 
1977, are intended primarily to effect technical 
modifications to provisions of section 240.15c3-1 per- 
taining to transactions by market makers and 
specialists (‘‘market makers’’) in options listed on a 
national securities exchange or facility of a national 
securities association (‘‘listed options’’), and to provide 
an optional financial responsibility standard available 
to certain self-clearing options market makers. 


Introduction 


Section 15(c)(3) of the Act directs the Commission, inter 
alia, to establish minimum financial responsibility 
requirements for all brokers and dealers. On June 26, 
1975, the Commission adopted' amendments to section 
240.15c3-1 constituting a uniform net capital rule 
applicable to substantially all brokers and dealers, thus 
implementing this congressional directive. 


Subsequently, the Commission has twice amended its 
uniform net capital rule to establish financial 
responsibility standards specifically applicable to 
situations wherein the account of an options market 
maker or of a specialist or market maker in equity 
securities listed on a national exchange or facility of a 
national securities association (‘‘equities specialist’’) is 
carried, cleared, guaranteed or endorsed by another 
broker or dealer. On January 2, 1976, the Commission 
adopted? section 240.15c3-1(a)(6), embodying an op- 





'Securities Exchange Act Release No. 11497 (June 26, 
1975), 40 FR 29795 (July 16, 1975). 


2Securities Exchange Act Release No. 11969 (Jan. 2, 
1976), 41 FR 5277 (Feb. 5, 1976). 
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tional financial responsibility standard available to 
certain dealers who combine equities specialist or 
options market making functions with certain other 
non-customer activities. Section 240.15c3-1(a)(6) is 
predicated on the maintenance of specified levels of 
equity in the dealer’s market maker or specialist 
account carried with another broker or dealer, and also 
imposes upon the carrying broker or dealer control and 
early warning obligations intended to ensure daily sur- 
veillance over the account’s financial condition. In 
February 1976,3 the Commission incorporated similar 
control devices into proposed amendments to section 
240.15c3-1(c)(2)(x) intended to enable net capital 
computations to reflect more directly the risks incurred 
by brokers and dealers (‘‘clearing firms’’) who 
guarantee, endorse or clear the accounts of market 
makers in listed options. The proposed amendments to 
section 240.15c3-1(c)(2)(x) included, inter alia, per- 
centage deductions from a clearing firm’s net worth, 
effectively constituting equity maintenance require- 
ments for options market makers, applicable to various 
options trading strategies including bona fide hedged 
and spread positions. On this occasion, the Commission 
also proposed* amendments to section 240.15c3-1 (a) (6) 
intended to secure substantial symmetry between these 
two analogous provisions of the uniform net capital 
rule. On September 2, 1976, after considering the 
public’s statistical testing of and comments upon these 
proposals, the Commission adopted them in revised 
form in Securities Exchange Act Release No. 12766 
(Sept. 2, 1976) [41 FR 39014 (Sept. 14, 1976)]. 


Following the adoption of those amendments, the 
Commission released for public comment two further 
sets of proposed amendments to section 240.15c3-1 
pertaining to transactions in listed options. In 
Securities Exchange Act Release No. 12926 (Oct. 27, 
1976) [41 FR 48377 (Nov. 3, 1976)] (‘‘Release No. 
12926’’), the Commission proposed to effect technical 
adjustments to its new financial responsibility standard 
for options market makers. These included a 
Clarification of the treatment of certain ‘‘net short’’ 
spreads prescribed by section 240.15c3-1 (c)(2)(x)(A)(7), 
a proposal to extend to section 240.15c3-1(a)(6) the so- 
called ‘‘1000 percent test’’ set forth in section 
240.15c3-1 (c)(2)(x)(B)(1), and the proposed incorpora- 
tion into the 1000 percent test of certain ‘‘capital 
lock-in’ provisions applicable to clearing firms crossing 
the 1000 percent threshold.> Soon thereafter, in Se- 





3Securities Exchange Act Release No. 12148 (Feb. 26, 
1976), 41 FR 12306 (March 25, 1976). 


4id. 


5Securities Exchange Act Release No. 12926 (Oct. 27, 
1976), 41 FR 48377 (Nov. 3, 1976). 
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curities Exchange Act Release No. 13019 (Nov. 29, 
1976) [41 FR 53036 (Dec. 3, 1976)] (‘‘Release No. 
13019’’), the Commission proposed amendments to 
sections 240.15c3-1(a)(6) and (c)(2)(x) which would 
oblige those clearing firms carrying customer accounts 
to subject positions arising from their clearing activity 
to more stringent capital treatment than that otherwise 
required by those provisions. Release No. 13019 also 
embodied a proposed section 240.15c3-1(a)(7) 
intended to enable certain self-clearing options market 
makers to operate under a financial responsibility 
standard essentially similar to that established by 
sections 240.15c3-1(a)(6) and (c)(2)(x). 


The Commission has received constructive comments 
from interested members of the public concerning the 
amendments to section 240.15c3-1 proposed in Release 
Nos. 12926 and 13019. Aided by these suggestions, the 
Commission has determined that it is appropriate to 
dispose of these several proposals in the manner 
discussed below. 


‘*Net Short’’ Spread Positions 


Release No. 12926 published proposed amendments to 
the first proviso of section 240.15c3-1(c)(2)(x)(A)(7) 
designed to clarity certain aspects of the treatment of 
bona fide spread positions wherein the market value of 
the short options position exceeds the market value of 
the contra long options position (a ‘‘net short’’ spread), 
and the options comprising the short position expire no 
later than the options carried long. The proposed 
amendments would clarify that with respect to this 
particular variety of net short spread, (i) application of 
the first proviso to section 240.15c3-1(c)(2)(x)(A)(7) is 
optional in all cases, (ii) the proviso does not act in 
derogation of the minimum deduction from net worth of 
$37.50 per long contract applicable to all net short 
spreads, and (iii) market value computations under the 
proviso are to be performed on a current market (rather 
than cost-proceeds) basis.® 


The public’s comments upon the proposed amend- 
ments to section 240.15c3-1 (c)(2)(x)(A)(7) indicate that 
they will effectively clarify the intended meaning of the 
first proviso to that paragraph. Accordingly, the 
Commission has determined to adopt them in the form 
proposed for public comment. 


1000 Percent Test 


Section 240.15c3-1(c)(2)(x)(B)(1) provides that no 
clearing firm subject to section 240.15c3-1 (c)(2)(x)(A) 





Sid. at 8-9, 12-13 41 FR at 48378-79. 











shall permit the aggregate deductions from its net 
worth required by that provision in respect of all market 
makers accounts guaranteed, endorsed or carried by 
such clearing firm to exceed 1000 percent of its net 
capital for any period exceeding five business days. 
Additionally, this provision requires a clearing firm to 
notify its designated examining authority and the 
Commission if such deductions at any time exceed 1000 
percent of its net capital. 


In Release No. 12926, the Commission concluded that a 
similar limitation might be appropriate in the case of 
brokers and dealers carrying the accounts of dealers 
operating under section 240.15c3-1(a)(6), which 
envisions that such persons will assume risks similar to 
those incurred by clearing firms subject to section 
240.15c3-1(c)(2)(x). We therefore proposed amend- 
ments to section 240.15c3-1(a)(6) which would 
incorporate (as section 240.15c3-1(a)(6)(v)) the 1000 
percent test into that provision.’ Proposed section 
240.15c3-1(a)(6)(v) (as well as proposed companion 
amendments to section 240.15c3-1(c)(2)(x)(B)(1) also 
would subject a clearing firm breaking through the 1000 
percent limitation to the uniform net capital rule’s 
existing prohibitions against capital withdrawal and 
retirement of satisfactorily subordinated debt capitali- 
zation.® 


During the ensuing public comment period, certain 
members of the public suggested that the proposed 
prohibition against retirement of subordinated debt 
capitalization, if applied retroactively, might require 
the modification of all existing agreements under which 
subordinated capital has been contributed to clearing 
firms. Alternatively, if this proposal were construed to 
be self-executing, then it would appear to construct a 
limitation of a subordinated lender’s right to payment 
not constituting a term (implied at law or in fact) of the 
loan contract to which the lender agreed. 


In light of these considerations, the Commission has 
determined that it is appropriate to adopt its proposals 
relating to the 1000 percent test substandially in the 
form proposed 9 except for the proviso (embodied in a 





Id. at 5-7, 11-12, 14-15, 41 FR at 49378-79. 


81d. These proposed amendments were not intended to 
foreclose resort to temporary subordination agreements 
by clearing firms nearing or crossing the 1000 percent 
threshold but which are eligible, under § 240.15c3-1d 
(c)(5), to enter into such a temporary subordination 
agreement. 


9%As adopted, these amendments incorporate modifica- 


tions designed to clarify (i) that the 1000 percent test 
relates to a clearing firm’s operations with respect to 


new section 240.15c3-1d(b)(11)) that any restriction on 
the retirement of satisfactorily subordinated debt 
capitalization arising therefrom applies only to capital 
contributed pursuant to subordination agreements whic 
become effective on or after August 1, 1977, the 
effective date of the amendments to section 240.15c3-1 
adopted by the Commission today. 


Clearing Firms Carrying Customer Accounts 


In Release No. 13019, the Commission proposed 
amendments to section 240.15c3-1(a)(6) and (c)(2)(x) 
which would require a clearing firm carrying both 
customer accounts and the accounts of one or more 
listed options market makers to subject all positions in 
the latter accounts to ‘‘proprietary haircuts,’’ i.e., the 
more stringent deductions from net worth’? which sec- 
tion 240.15c3-1 requires of all brokers and dealers other 
than those operating under sections 240.15c3-1 (a)(6) or 
(c)(2)(x). These proposals stemmed from the 
Commission’s concern that ‘‘it may be inappropriate 
for the protection of customers of a clearing firm to 
permit such a firm to carry the market maker account of 
a dealer acting as a specialist in listed options without 
subjecting positions resulting from transactions for 
such account to proprietary haircuts.’’"' 


The Commission received several thoughtful discus- 
sions of this proposal from intersted members of the 
public. These commentators generally took the position 
that the net impact of the proposed amendments would 
be to diminish, rather than enhance, the protection af- 
forded to a clearing firm’s customers by the 
Commission’s financial responsibility rules. It was 
contended that clearing firms would uniformly lodge 
either their options clearing activity or their customer 
accounts in a separate subsidiary, rather than attemp to 
remain competitive while sustaining the higher capital 
charges which the proposed amendments would apply 
to the clearing activities of the combined entity. 





options market makers, to the exclusion of clearing 
activities involving the accounts of specialists or market 
makers in other securities, and (ii) that deductions from 
net worth or equity maintenance requirements 
attributable to positions in fully paid securities which 
do not underlie options listed on the national securities 
exchange of which the options market maker in 
question is a member are excludable from computa- 
tions under the 1000 percent test. 


10See 17 CFR § 240.15c3-1(c)(2)(vi) & (f)(3) (1976) 
securities generally); id. § 240.15c3-1a (options). 


"Securities Exchange Act Release No. 13019, at 9 (Nov. 
29, 1976), 41 FR 53036, 53037 (Dec. 3, 1976). 
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Assuming that such a firm elected to subsidiarize its 
options clearing operations, it would then be required 
to divert a material portion of its excess net capital to 
adequately capitalize the subsidiary, in derogation of 
the protection of the clearing firm’s customers. 
Moreover, these commentators continued, considera- 
tions of customer protection and business judgment 
would induce the parent entity to commit to the 
subsidiary only that amount of capital reasonably 
necessary to support its operations. This factor, it was 
averred, would jeopardize the ability of the subsidiary 
to duplicate the financing relationships previously 
enjoyed by the former combined entity, and, taken 
together with similar actions by other similarly situated 
clearing firms, would detrimentally affect the 
capitalization of the options marketplace. Alternatively, 
these commentators continued, if the combined entity 
elected to transfer its customer operations to a new 
subsidiary, customers would be directly deprived of the 
advantages and protection flowing from the greater 
capitalization of the former combined entity. 


Other commentators stressed different points with 
repsect to the proposed amendments. It was suggested 
that isolating in a subisdiary the options clearing 
operation of a diversified securities firm would leave 
the subsidiary with a cyclically fluctuating need for 
capital no longer mitigated by the presence of other 
non-customer activities (e.g., stock loan or arbitrage 
operations) which could be expanded or reduced in 
inverse relation to the capital demands of an options 
clearing operation. Some commentators alleged that 
the fragmentation of a diversified securities firm in 
response to the proposed amendments would create 
additional costs, such as increased staff, dual legal and 
accounting retainers, and separate reporting obliga- 
tions, which ultimately would be passed on to the 
investing public. Finally, many commentators 
contended that the Commission’s customer protection 
rule, section 240.15c3-3, appropriately separates the 
customer related aspects of a firm’s business from the 
risks of the firm’s proprietary activities and renders 
unnecessary the further structural insulation which the 
proposed amendments to section 24015c3-1 would 
engender. 


The Commission has reconsidered proposed section 
240.15c3-1 (c)(2)(x)(A)(9) (and the proposed conforming 
amendment to section 240.15c3-1(a)(6)(iii)) in light of 
these and other comments received from interested 
members of the public. We have concluded that should 
it prove necessary to augment the protections afforded 
customers by sections 240.15c3-1(a)(6) and (c)(2)(x), 
more appropriate means to this end can be devised. 
The Commission has therefore determined to withdraw 
proposed section 240.15c3-1(c)(2)(x)(A)(9), as well as 
the proposed conforming amendment to section 
240.15c3-1 (a)(6)(iii). However, it appears to the Com- 
mission that the public’s response to these proposals 
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has not finally settled the question of whether sections 
240.15c3-1(a)(6) and (c)(2)(x) afford adequate protec- 

tion to such customers as an options clearing firm may 
have. With the assistance of the self-regulatory 
organizations and the Commission’s regional offices, * 
we intend to monitor most closely the performance of 
these provisions as tools for the protection of 
customers, and will in the future propose such other 
amendments thereto as we deem appropriate in the 
public interest and for the protection of investors. 





Self-Clearing Options Market Makers 


In their current form, section 240.15c3-1(a)(6) and 
240.15c3-1(c)(2)(x) both contemplate—and require—a 
division of functions with respect to market maker 
transactions in listed options; the options market maker 
effects transactions which are cleared by another 
broker or dealer through an account carred by the 
clearing firm pursuant to these provisions. This 
regulatory pattern conforms to the structure of the 
various options exchanges, which for the most part 
comprise numerous independent options market 
makers clearing through (but not employed by) a 
substantially smaller number of clearing firms. 


In Release No. 13019, the Commission noted that a 
relatively small number of clearing firms not only carry 

the accounts of independent options market makers, ] 
but also themselves engage in options market making 
activity through employees utilizing the firms’ mem- 
berships on one or more options exchanges.'* Market 
maker transactions effected by these employees are 
carried and cleared by their employers acting in their 
clearing firm capacity. 


Accordingly, we proposed amendments to section 
240.15c3-1 intended to enable clearing firms to conduct 
listed options market making activities through their 
employees under substantially the same financial 
responsibility standard presently applicable to the 
accounts of independent options market makers. These 
proposed amendments would add to the uniform net 
capital rule, section 240.15c3-1(a)(7), an optional 
financial responsibility standard intended to be 
available to dealers engaged solely (except as noted 
below) in the business of effecting, as sole proprietor or 
through one or more natural persons associated with 
the dealer, and clearing market maker transactions in 
listed options. A dealer electing to operate under 
proposed section 240.15c3-1(a)(7) might also guaran- | 
tee, endorse or carry the accounts of options market 
makers not associated with the dealer and exempted ) { 
from net capital regulation pursuant to section 

240.15c3-1(b)(1). 








"21d. at 10-11, 41 FR at 53037. 








Public reaction to proposed section 240.15c3-1(a)(7) 
was generally favorable; additionally, certain commen- 
tators contributed useful suggestions concerning the 
scope of the proposed provision. Some of the these 
members of the public pointed out that the rules of 
cerain options exchanges permit options market makers 
to function as floor brokers; "it appears that a number 
of presently or prospectively self-clearing options 
market makers presently conduct such floor brokerage 
activities. The Commission believes that its capital 
requirements should be so formulated as to take into 
account structural differences among the several 
options exchanges."* Therefore, we have determined 
that it is appropriate to adopt section 240.15c3-1(a)(7) 
in a form permitting self-clearing options market 
makers operating thereunder to engage in floor 
brokerage activities. 


The Commission has determined that it is appropriate 
to effect two other technical revisions to proposed 
section 240. 15c3-1(a)(7). First, a modification to 
proposed paragraph (ii) thereof is designed to clarify 
our original intent that a self-clearing options market 
maker operating thereunder may effect for his market 
maker account transactions in securities underlying 
such options, as well as in securities exchangeable for 
or convertible into the underlying security’5 Second, 
another adjustment to this provision would permit a 
self-clearing options market maker operating under 
section 240.15c3-1(a)(7) to carry and clear the options 
market maker account of a dealer operating under 
section 240.15c3-1(a)(6) and not associated with the 
self-clearing entity. This would enable clearing firms 





'13E.g., Pacific Stock Exch. R. VI, § 80. This provision 
stipulates that no member may act as both market 
maker and floor broker on the same day with respect to 
the same class of options. 


41t should be pointed out that a non-clearing options 
market maker may act as a floor broker, pursuant to 
exchange rules permitting such a combination of 
activities, without detriment to his exemption from net 
capital regulation. See § 17 CFR § 240.15c3-1 (c)(2)(x) 
(A); cf. id. § 240.15c3-1(b)(1). 


ISCf. 17 CFR § 240.15c3-1(c)(2)(x)(C) (enumerating 
securities which may offset positions in options as part 
of a bona fide hedged position). Positions in such 
securities resulting in bona fide hedged positions are 
treated in accordance with id. § 240.15c3-1(c)(2)(x)(A) 
(2)-(5), which is incorporated by reference into 
proposed § 240.15c3-1(a)(7)(iii). Similarly, for purposes 
of this proposed provision, positions in underlying 
securities not allocable to hedged positions would 
receive the treatment prescribed by id. §240.15c3-1(c) 
(2)(x)(A)(8). 


utilizing section 240.15c3-1(a)(7) to clear the market 
maker account of any independent options market 
maker, whether such market maker is exempt from net 
capital regulation'® or has elected to operate under 
section 240. 15c3-1(a)(6). 


Other modifications to section 240.15c3-1(a)(7), as 
adopted, are discussed below. 


Securities Listed on a Facility of a National Securities 
Association 


Comments submitted by interested members of the 
public in response to Release Nos. 12926 and 13019 
evidence some confusion concerning whether section 
240.15c3-1(a)(6), as well as proposed section 
240.15c3-1(a)(7), would be available to market makers 
in options listed on a facility of a registered national 
securities association. The Commission intended these 
provisions pertaining to transactions in listed options to 
be available on an equal basis, whether the options in 
question are listed on a facility of a national securities 
association or listed on a national securities exchange. 
Indeed, nothing in section 240.15c3-1(a)(6) or 
proposed section 240.15c3-1(a)(7) preciudes their 
utilization by participants in the listed options program 
of a national securities association. However, the 
Commisison believes that it is appropriate to modify 
the wording of these provisions to make explicit their 
availability to participants in such a _ program. 
Accordingly, the Commission has determined to 
amend sections 240.15c3-1(a)(6)(ii) and (c)(2)(x)(A)(8) 
(which is incorporated by reference into section 
240.15c3-1(a)(6)(iii)) toward this end. Additionally, the 
Commission has adopted proposed section 240.15c3-1 
(a)(7)(ii) in a form clearly expressing the Commission’s 
intention in this regard. 


Although section 240.15c3-1(a)(7) will become effective 
on August 1, 1977, firms desiring to operate thereunder 
prior to that date may do so with the permission of the 
Commission’s Division of Market Regulation. 


Statutory Basis, Competitive Considerations and 
Effective Date 


Pursuant to the Securities Exchange Act of 1934, 
and particularly Sections 15(c)(3) and 23(a) thereof, 15 
U.S.C. §§ 780(c)(3), 78w(a), the Commission amends 





16See id. § 240.15c3-1 (c)(2)(x)(A). Specialists in equity 
securities and market makers in listed options are 
exempted from the uniform net capital rule provided 
that they are not clearing members of the Options 
Clearing Corp. See id. §240.15c3-1(b)(1). 
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section 240.15c3-1 in Part 240 in Chapter II of Title 17 of 
the Code of Federal Regulations in the manner set forth 
below, effective August 1. 1977. The Commission finds 
that any burden imposed upon competition by the 
ammendments is necessary and appropriate in 
furtherance of the purposes of the Act, and particularly 
to implement the Commission’s continuing mandate 
under Section 15(c)(3) thereof, 15 U.S.C. § 780(c)(3), to 
provide minimum safeguards with respect to the 
financial responsibility of brokers and dealers. 


Text of Amendments to Section 240.15c3-1 


§ 240.15c3-1 Net capital requirements for brokers or 
dealers. 


(a) zs * 
Market Makers, Specialists and Certain Other Dealers 
(6) zs * 


(ii) This paragraph (a)(6) shall be available to a dealer 
who does not effect transactions with other than 
brokers or dealers, who does not carry customer 
accounts, who does not effect transactions in options 
not listed on a registered national securities exchange 
or facility of a registered national securities association, 
and whose market maker or specialist transactions are 
effected through and carried in a market maker or 
specialist account cleared by another broker or dealer 
as provided in paragraph (a)(6)(iv) of this section. 


oo * * * * 


(v) No such carrying broker or dealer shall permit the 
sum of (A) the deductions required by paragraph 
(c)(2)(x)(A) of this section in respect of all transactions 
in market maker accounts guaranteed, endorsed or 
carried by such broker or dealer pursuant to paragraph 
(c)(2)(x) of this section and (B) the equity required by 
paragraph (iii) of this paragraph (a)(6) in respect of all 
transactions in the accounts of specialists or market 
makers in options carried by such broker or dealer 
pursuant to this paragraph (a)(6) to exceed 1000 
percent of such broker’s or dealer’s net capital as 
defined in paragraph(c)(2) of this section for any period 
exceeding five business days; provided, That solely for 
purposes of this paragraph (a)(6)(v), deductions or 
equity required in a specialist or market maker account 
in respect of positions in fully paid securities (other 
than options), which do not underlie options listed on 
the national securities exchange or facility of a national 
securities association of which the specialist or market 
maker is a member, need not be recognized. Provided 
further, That if at any time such sum exceeds 1000 
percent of such broker’s or dealer’s net capital, then 
the broker or dealer shall immediately transmit 
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telegraphic notice of such event to the principal office of 
the Commission in Washington, D.C., the regional of- 
fice of the Commission for the region in which the 
broker or dealer maintains its principal place of 
business, and such broker’s or dealer’s Designated 
Examining Authority. Provided, further, That if at any 
time such sum exceeds 1000 percent of such broker’s or 
dealer’s net capital, then such broker or dealer shall be 
subject to the prohibitions against withdrawal of 
equity capital set forth in paragraph (e) of this section, 
and to the prohibitions against reduction, prepayment 
and repayment of subordination agreements set forth in 
paragraph (b)(11) of section 240.15c3-1d, as if such 
broker or dealer’s net capital were below the minimum 
standards specified by each of the aforementioned 
paragraphs. 


Self-Clearing Options Specialists 


(7)(i) A dealer who meets the conditions of paragraph 
(ii) of this paragraph (a)(7) may elect to operate under 
this paragraph (a)(7) and thereby not apply, except to 
the extent required by this paragraph (a)(7), the 
provisions of paragraphs (c)(2)(vi), (c)(2)(x), (c)(2)(xi), 
and (f)(3) of this section or Appendix A (17 CFR 
240.15c3-1a) to this section and, in lieu thereof, apply 
the provisions of paragraph (a)(7)(iii) below. 


(ii) This paragraph (a)(7) shall be available to a broker 
or dealer engaged solely in one or more of the following 
activities: 


(A) His transactions as a dealer are limited to the 
business of effecting (as sole proprietor or through one 
or more natural persons associated with such dealer 
(‘associated specialists’’)) and clearing specialist or 
market maker transactions in options listed on a 
national securities or a facility of a national securities 
association (‘‘listed options’’), or in the securities 
which underlie such options or which are exchangeable 
or convertible, without the payment of money, into such 
underlying securities (“underlying securities”); pro- 
vided, That such dealer may also guarantee, endorse or 
carry listed options and underlying securities pur- 
chased or sold by a specialist or market maker who is 
not associated with such dealer (an ‘‘independent 
specialist’’) and who either is not subject to the 
provisions of this section 240.15c3-1 or operates under 
paragraph (a)(6) thereof. 


(B) His transactions as a broker are limited to 
(1) effecting transactions in securities as agent for an 
independent specialist whose market maker account 
such broker carries pursuant to the provisions of this 
section, and (2) effecting transactions on the floor of a 
national securities exchange in options or securities 
other than options listed on such an exchange as agent 
for another broker or dealer. 














(iii) A dealer electing to operate pursuant to this 
paragraph (a)(7) shall adjust its net worth by deducting, 
for positions in each class of option contracts in which 
the dealer, as sole proprietor or through associated 
specialists, is a market maker (‘‘proprietary posi- 
tions’’), or each such independent specialist is a market 
maker (and for positions in other securities), an amount 
equal to: 


(A) The deductions specified by paragraph (c)(2)(x)(A) 
of this section; provided, That for purposes of 
computing such deductions, proprietary positions, as 
well as positions in each such independent specialist’s 
market maker account, shall be allocated in accordance 
with paragraph (c)(2)(x)(E) of this section; and 
provided further, That the deductions computed for 
each such independent specialist’s positions pursuant 
to the foregoing shall be reduced by any liquidating 
equity, as defined in paragraph (c)(2)(x)(B)(2) of this 
section, that exists in such independent specialist’s 
market maker account, and shall be increased to the 
extent of any liquidating deficit in such account; and 
provided further, That in no event shall the foregoing 
proviso be construed to increase the net capital of any 
dealer electing to operate under this paragraph (a)(7). 


(B) Such lesser requirement as may be approved by the 
Commission under specified terms and conditions upon 
the written application of such dealer. 


(iv) No dealer electing to operate under this paragraph 
(a)(7) shall permit the sum of the deductions required 
by paragraph (iii) of this paragraph (a)(7) in respect of 
all positions in the market maker accounts of 
independent specialists guaranteed, endorsed or 
carried by such dealer pursuant to this paragraph 
(a)(7), computed without regard to any liquidating 
equity or liquidating deficit in any such independent 
specialist’s account, to exceed 1000 percent of such 
dealer’s net capital as defined in paragraph (c)(2) of 
this-section for any period exceeding five business 
days; provided, That soley for purposes of this 
paragraph (a)(7)(iv), deductions required in the market 
maker account of an independent specialist in respect 
of positions in fully paid securities (other than options), 
which do not underlie options listed on the national 
securities exchanges or facility of a national securities 
association of which the independent specialist is a 
member, need not be recognized; provided further, 
That if at any time such sum exceeds 1000 percent of 
such dealer’s net capital, then the dealer shall 
immediately transmit telegraphic notice of such event 
to the principal office of the Commission in 
Washington, D.C., the regional office of the 
Commission for the region in which the dealer 
maintains its principal place of business, and such 
dealer's Designated Examining Authority; provided 
further, That if at any time such sum exceeds 1000 
percent of such dealer’s net capital, then the dealer 


shall be subject to the prohibitions against withdrawal 
of equity capital set forth in paragraph (e) of this sec- 
tion, and to the prohibitions against reduction, prepay- 
ment and repayment of subordination agreements set 
forth in paragraph (b)(11) of section 240.15c3-1d, as if 
such dealer’s net capital were below the minimum 
standards specified by each of the aforementioned 
paragraphs. 


(v) A dealer electing to operate under this paragraph 
(a)(7) shall comply in all respects with the requirements 
of paragraphs (c)(2)(x)(F) and (c)(2)(x)(G) of this section 
(or paragraph (a)(6)(iv) thereof) insofar as such dealer 
acts as the guarantor, endorser or carrying dealer for 
options written or purchased by an _ independent 
specialist not subject to the provisions of this section (or 
operating pursuant to paragraph (a)(6) thereof). 


* * * * * 


(eps 
(aperes* 


Brokers or Dealers Carrying Accounts of Options 
Specialists 


(x)(A) * * * 


(7) In the case of a bona fide spread position as defined 
in this paragraph (c)(2)(x) in which the market value of 
the short position equals or exceeds the market value of 
the long position, the deduction shall be 75 percent of 
the greater of the difference between the market values 
of such short and long positions or $50 for each option 
contract included in the long position as part of such 
spread position; provided, That if the option contracts 
in the short position expire no later than the option 
contracts in the long position, such deduction need not 
exceed the greater of 75 percent of $50 per long 
contract, or the amount by which the difference 
between the market values of the short and long 
positions is less than the amount by which the exercise 
value of the long position exceeds the exercise value of 
the short position; and provided further, That such 
endorser, guarantor or carrying broker or dealer need 
not deduct more in respect of any such spread position 
in a particular underlying security and in respect of op- 
tion contracts for the same underlying security which 
are carried in a pure long position in such specialist’s 
market maker account than the greater of the deduction 
required by this paragraph (7) in respect of the spread 
position or the deduction required by paragraph (A) of 
this paragraph (c)(2)(x) in respect of the pure long 
position. 


(8) In the case of positions in securities which are not 
part of a bona fide hedged or spread position as defined 
in this paragraph (c)(2)(x) and, in the case of options, 
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which are not listed on the national securities exchange 
or facility of a national securities association of which 
such specialist is amember, the deduction shall be that 
set forth in paragraph (c)(2)(vi) of this section, or, if 
such securities are options, the deduction shall be that 
set forth in Appendix A (17 CFR 240.15c3-1a) to this 
section. 


eo 


(1) No such guarantor, endorser or carrying broker or 
dealer shall permit the sum of (i) the deductions 
required by paragraph (A) of this paragraph (c)(2)(x) in 
respect of all transactions in specialists’ market maker 
accounts guaranteed, endorsed or carried by such 
broker or dealer and (ii) the equity required by 
paragraph (a)(6)(iii) of this section in respect of all 
transactions in the accounts of specialists or market 
makers in options carried by such broker or dealer 
pursuant to paragraph (a)(6) of this section to exceed 
1000 percent of such broker’s or dealer’s net capital as 
defined in paragraph (c)(2) of this section for any period 
exceeding five business days; provided, That solely for 
purposes of this paragraph (c)(2)(x)(B)(1), the 
deductions or equity required in a specialist’s market 
maker’s account in respect of positions in fully paid 
securities (other than options), which do not underlie 
options listed on the national securities exchange or 
facility of a national securities association of which such 
specialist or market maker is a member, need not be 
recognized; provided further, That if at any time such 
sum exceeds 1000 percent of such broker’s or dealer’s 
net capital, then the broker or dealer shall immediately 
transmit telegraphic notice of such event to the 
principal office of the Commission in Washington, 
D.C., the regional office of the Commission for the 
region in which the broker or dealer maintains its 
principal place of business, and such broker’s or 
dealer’s Designated Examining Authority; provided 
further, That if at any time such sum exceeds 1000 
percent of such broker’s or dealer’s net capital, then 
such broker or dealer shall be subject to the prohibi- 
tions against withdrawal of equity captial set forth in 
paragraph (e) of this section, and to the prohibitions 
against reduction, prepayment and repayment of 
subordination agreements set forth in paragraph 
(b)(11) of this section 240.15c3-1d, as if such broker or 
dealer’s net capital were below the minimum standards 
specified by each of the aforementioned paragraphs. 


* * * * * 


§ 240.15c3-1d Satisfactory subordination agreements. 


(b) zs * 


834/SEC DOCKET 


Brokers and Dealers Carrying the Accounts of 
Specialists and Market Makers in Listed Options 


(11) A subordination agreement whic becomes ef- 
fective on or after August 1, 1977 in favor of a broker 
or dealer who guarantees, endorses, carries or clears 
specialist or market maker transactions in options 
listed on a national securities exchange or facility of a 
national securities association shall provide that re- 
duction, prepayment or repayment of the unpaid 
principal amount thereof, pursuant to those terms of 
the agreement required or permitted by paragraphs 
(b)(6)(iii), (b)(7) or (b)(8)(i) of this section, shall not 
occur in contravention of paragraphs (a)(6)(v), (a)(7)(iv) 
or (c)(2)(x)(B)(1) or section 240.15c3-1 insofar as they 
apply to such broker or dealer. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


June 13, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13624/June 14, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-77-12 


The American Stock Exchange, Inc. submitted on May 
23, 1977 a proposed rule change under Rule 19b-4 to 
expand the requirements for diligent supervision of all 
customer accounts by requiring supervision of a 
member organization’s option activity by a senior 
Registered Options Principal. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 13, 1977. 
In order to assist the Commission to determine whether 
to approve the proposed rule change or institute 
proceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 30 days from the date 
of publication in the Federal Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 











Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-Amex-77-12. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13625/June 14, 1977 


In the Matter of 


PACIFIC STOCK EXCHANGE INCORPORATED 
618 South Spring Street 
Los Angeles, California 90014 


(SR-PSE-77-8) 
ORDER APPROVING PROPOSED RULE CHANGE 


On April 1, 1977, the Pacific Stock Exchange 
Incorporated filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the ‘‘Act’’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change. The rule change 
clarifies the floor broker’s due diligence responsibilities 
in executing market orders and establishes new 
procedures to be followed in effecting a single price 
opening during opening rotations. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13484, April 28, 
1977) and by publication in the Federal Register (42 
Fed. Reg. 23900, May 11, 1977). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
registered national securities exchanges, and, in 


particular, the requirements of Section 6 and the rules 
and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on April 1, 1977, be, and it hereby 
is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13626/June 14, 1977 


DISSEMINATION OF QUOTATIONS FOR REPORTED 
SECURITIES 


Notice of Proposed Rulemaking 
AGENCY: Securities and Exchange Commission 
ACTION: Proposed Rulemaking 


SUMMARY: The Commission has_ published for 
comment a revised version of a proposed rule gov- 
erning the dissemination of quotations for reported 
securities. The proposal, if adopted, would require all 
national securities exchanges and associations to es- 
tablish procedures for collecting from their members 
bids, offers and quotation sizes with respect to re- 
ported securities and making such bids, offers and 
sizes available to quotation vendors. It would also re- 
quire that bids and offers made available to vendors be 
“firm” subject to certain exceptions. 


The proposal is intended to improve the quality of quo- 
tation information disseminated by the various market 
centers, and thereby facilitate the development of a vi- 
able composite quotation system. The Commission 
believes that the lack of reliable quotation information 
from the various markets is hampering private and self- 
regulatory efforts to establish such a system, and, in 
turn, is impeding development of a national market 
system. 


DATES: Comments should be submitted on or before 
August 1, 1977. 
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ADDRESSES: Persons wishing to submit written 
views, data and arguments should file six copies 
thereof with George A. Fitzsimmons, Secretary, Se- 
curities and Exchange Commission, Room 892, 500 
North Capitol Street, Washington, D.C. 20549. All sub- 
missions should refer to File No. S7-648 and will be 
available for public inspection at the Commission’s 
Public Reference Room, Room 6101, 1100 L Street, 
N.W., Washington, D.C. 


FOR FURTHER INFORMATION CONTACT: Mark D. 
Fitterman, Division of Market Regulation, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549 (202) 755-1388. 


SUPPLEMENTARY INFORMATION: The Securities and 
Exchange Commission announced today that it has 
published for comment a revised version of proposed 
Rule 11Aci-1 [17 CFR §240.11Ac1-1] under the Se- 
curities Exchange Act of 1934 (the “Act”) [15 U.S.C. 
78a et seq., as amended by Pub. L. No. 94-29 (June 4, 
1975)], governing dissemination of quotation infor- 
mation with respect to equity securities as to which 
last sale information is reported in the consolidated 
transaction reporting system (the “consolidated 
system”) contemplated by Rule 17a-15 under the Act 
[17 CFR §240.17a-15] (“reported securities”). The pro- 
posal is intended to improve the quality of quotation 
information disseminated by the various market 
centers, and thereby facilitate the development of a vi- 
able composite quotation system—an _ important 
element of a national market system. 


|. Background 


Proposed Rule 11Ac1-1 was originally published for 
comment on July 29, 1976.' The Rule, as originally 
published for comment (the “July Proposal”), would 
have required every national securities exchange (“ex- 
change”) and national securities association (“asso- 
ciation”) to establish and maintain procedures and 
mechanisms for collecting quotations in eligible se- 
curites * (and, if provided, quotation sizes) from its 





'Securities Exchange Act Release No. 12670 (July 29, 
1976), 41 FR 32856 (1976). 


2In the July Proposal, the term ‘‘eligible security’’ was 
defined as any security as to which last sale information 
is reported in the consolidated transaction reporting 
system. 
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specialists%and third market makers 4and making such 
quotations and sizes (if provided) available to 
quotation vendors.5 Specialists and third market 
makers would have been obliged to communicate their 
quotations promptly to their respective exchange or 
association in accordance with such exchange’s or as- 
sociation’s procedures to permit timely dissemination 
of that data to quotation vendors.® 


The July Proposal also would have required that, sub- 
ject to certain exceptions, quitations covered by Rule 
11Ac1-1 be “firm,” In particular, the Rule would have 
provided that any specialist or third market maker who 
is presented with an order for the purchase or sale of 
any eligible security (other than for the purchase or 
sale of an odd-lot) must stand ready to execute a trans- 
action in that security in any amount up to such spe- 
cialist’s or third market maker’s published quotation 
size (or, in the event he has disseminated no quotation 
size, anormal unit of trading) at a price at least as fa- 
vorable to the buyer or seller as the bid or asked price 
comprising part of that specialist’s or third market 
maker’s published quotation (i.e., the most recent quo- 
tation of such specialist or third market maker made 
available to quotation vendors on a terminal or other 
display device at the time the order is presented).’ 


Two exceptions to the general rule on “firmness” were 
provided in the July Proposal. First, a specialist or 
third market maker would have been relieved of his ob- 
ligation to effect transactions in eligible securities at 
his published quotation if, after the dissemination of a 
published quotation and before the presentation of an 
order, that specialist or third market maker com- 
municated a quotation to the relevant exchange or as- 
sociation superseding his published quotation.® In ad- 





3in the July Proposal, the term ‘‘specialist’’ was 
defined as any member of a national securities ex- 
change who is registered as a specialist pursuant to the 
rules and regulations of such exchange and any other 
member of an exchange who also performs, on the floor 
of that exchange, either the market making or limit 
order representation function of a registered specialist. 


41n the July proposal, the term ‘‘third market maker’’ 
was defined as a ‘‘market maker’’ as defined in Rule 
15c3-1(c)(8) under the Act who makes markets over- 
the-counter in eligible securities. 

5Proposed Rule 11Ac1-1(b)(1). 

5Proposed Rule 11Ac1-1(c)(1). 

7Proposed Rule 11Ac1-1(c)(2). 


8Proposed Rule 11Ac1-1(c)(3)(ii). 
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dition, specialist and third market maker quotations 
would not have been required to be “firm” with respect 
to a particular eligible security for a period of three 
minutes following the execution of a transaction in that 
security on the floor of the particular specialist’s ex- 
change or by the particular third market maker (as the 
case may be), or following the report of a transaction in 
that security in the consolidated system.° 


In the event a specialist or third market who had been 
relieved of his obligation to effect transactions in eli- 
gible securities as the result of an intervening trans- 
action or last sale report did not communicate to his 
exchange or association a quotation superseding his 
published quotation within this three-minute “grace 
period,” the Rule would have provided that such spe- 
cialist or third market maker would again be required to 
be firm with respect to his published quotation."° 


In response to the publication of proposed Rule 
11Ac1-1, the Commission received comments from the 
three principal vendors of market information, seven 
national securities exchanges or associations, the Se- 
curities Industry Association, and the Council on Wage 
and Price Stability. Virtually all commentators were in 
favor of the general thrust of the proposal—im- 
provement in the quality of quotation information dis- 
seminated from the various market centers. Com- 
mentators, however, expressed concern about various 
aspects of the proposal, and pointed out various tech- 
nical and practical problems with the Rule as proposed. 
After considering the comments received, the Com- 
mission has determined to modify the proposal in cer- 
tain respects—particularly in the collection procedures 
and firmness requirements for quotations originating 
on exchanges and in the assignment of responsibility 
for published quotation—and to republish the 
proposed Rule for public comment. 


ll. The Revised Proposal 


Under the revised proposal, the basic regulatory ap- 
proach of the July Proposal would be retained. Thus, 
the revised version of proposed Rule 11Ac1-1 would re- 
tain the requirement that exchanges and associations 
establish and maintain procedures for collecting, pro- 
cessing and making available to quotation vendors 
quotation information (including size) relating to 
equity securities reported in the consolidated trans- 
action reporting system. Similarly, the proposed Rule 
would continue to require that brokers and dealers sub- 
ject to its provisions supply quotations to their ex- 





*Proposed Rule 11Ac1-1(c)(3)(i); (c)(5). 


‘OProposed Rule 11Act1-1 (c)(5). 


change or association for dissemination to quotation 
vendors (although dissemination of size greater than a 
normal unit of trading would continue to be optional). 
Finally, the Rule would retain the requirement that 
quotations made available to and displayed by vendors 
be “firm” up to the size displayed, subject to the same 
exceptions contained in the July Proposal (i.e., for re- 
vised quotations, intervening transactions and trade 
reports) and a new exception intended to ac- 
commodate unusual or active market conditions. 


A. Collection of Exchange Quotations 


The major alteration to Rule 11Ac1-1 proposed herein 
relates to the manner of collecting quotation in- 
formation from exchanges. Rather than limiting the 
persons from whom quotations are collected to spe- 
cialists, the revised proposal would require each ex- 
change, at all times such exchange is open for trading, 
to collect, process and make available to quotation 
vendors the highest bid and lowest offer com- 
municated at the location (or locations) designated for 
trading on the floor of that exchange by a responsible 
broker or dealer with respect to each reported security" 
listed or admitted to unlisted trading privileges on that 
exchange. An exception would be provided for any 
such bid or offer which is executed immediately after 
communication and any such bid or offer com- 
municated by a responsible broker or dealer other than 
an exchange market maker which is cancelled or with- 
drawn if not executed immediately after com- 
munication.'* The term “responsible broker or dealer” 
would be defined to include any member who com- 
municates to another member on the floor of that ex- 
change a bid or offer for a particular reported security 
at the location (or locations) designated by the ex- 
change for trading in that security. However, in the 
event two or more members of that exchange have 
communicated on the floor of such exchange bids or 
offers for any security at the same price, each such 
member would be deemed a “responsible broker or 
dealer” with respect to that bid or offer (subject to the 
rules of priority and precedence then in effect on that 
exchange).'? 





"The term ‘‘reported security’’ used in the revised pro- 
posal would differ from the term ‘‘eligible security’’ 
used in the July Proposal in that it would make the Rule 
applicable only to equity securities. 


"Rule 11Ac1-1(b)(1)(i) as revised. 


'3Rule 11Act-1(a)(2)(i) as revised. The Rule, as re- 
vised, also would provide that, with respect to a bid or 
offer represented by an order to buy or sell a reported 
security which is transmitted from one member of that 
exchange to another such member who undertakes to 
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Thus, under the revised proposal, an exchange would 
be responsible for making available a single quotation 
for each reported security reflecting the market for that 
security on the floor of that exchange. That quotation, 
however, would not necessarily be the quotation of any 
single market participant, such as a specialist, but 
would reflect the highest bid and lowest offer of all 
brokers and dealers willing to trade in that particular 
security who have expressed their interest in terms of 
bids and offers. Thus, the revised proposal contem- 
plates inclusion of buying and selling interest other 
than that of the specialist or his book, so that, for 
example, the best bid could be that of a specialist 
acting as agent for an order on his book and the lowest 
offer that of a broker in the “crowd.” In that event, the 
exchange would still make available a single quotation, 
but responsibility for that quotation (in terms of the 
firmness requirements of the Rule) would be 
shared—the specialist would be responsible for ex- 
ecution of orders to sell at his bid price, and the broker 
in the “crowd” would be responsible for orders to pur- 
chase at his offer price."* 


Under the revised proposal, each bid or offer made 
available by an exchange to quotation vendors would 
have to be accompanied by a quotation size, which 
would be either (i) the number of shares (or units of 
trading) which the broker or dealer responsible for that 
bid or offer had specified, for purposes of dis- 
semination to quotation vendors, that he would be 
willing to buy at the bid price or sell at the offer price 
comprising his bid or offer, or (ii) a normal unit of 
trading (in the event the responsible broker or dealer 
failed to specify a size to his exchange or association). 
However, in the event the bid or offer made available by 
an exchange represented the bids or offers of more 





represent such bid or offer as agent, only the last such 
member who undertakes to represent such bid or offer 
as agent would be considered the ‘‘responsible broker 
or dealer’’ with respect to that bid or offer. 


Under the revised proposal, each exchange would also 
be responsible for establishing and maintaining pro- 
cedures and mechanisms for ascertaining, at all times 
the exchange is required to collect, process and make 
available to quotation vendors bids and offers for 
reported securities, the identity of the responsible 
brokers and dealers with respect to each bid and offer 
collected, processed and made available, and would be 
required, upon request of any member seeking to 
execute a transaction in reliance on the firmness 
requirements of the Rule, to disclose the identity of 
such responsible brokers and dealers to such member. 
(Rule 11Ac1-1(b)(2) as revised). The revised proposal 
would not, however, require exchanges to make such 
identifying information available to quotation vendors. 
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than one responsible broker or dealer, the quotation 
size made available by that exchange for such bid or 
offer would be required to be an aggregate quotation 
size (i.e., the sum of the quotation sizes of all re- 
sponsible brokers or dealers willing to buy or sell at 
that bid or offer). Thus, for example, in the event there 
were four brokers and dealers each making an identical 
bid, and one of those brokers or dealers was willing to 
disseminate a size of 200 shares, a second was willing 
to disseminate 300 shares, and the other two were un- 
willing to specify a size for dissemination to vendors, 
then the exchange involved would be obligated to dis- 
seminate in connection with that bid an aggregate quo- 
tation size of 700 shares (including 100 shares for each 
of the brokers or dealers who were unwilling to specify 
a size for dissemination).'® 


The firmness provisions of the revised proposal would 
be similar in concept to those contained in the July 
Proposal. Under the revised proposal, each responsible 
broker or dealer, subject to certain exceptions, would 
be obligated to execute any order to buy or sell a 
reported security, other than an odd-lot order, pre- 
sented to him by another broker or dealer, or any other 
person with whom such responsible broker or dealer 
customarily deals, at a price at least as favorable to 
such buyer or seller as such responsible broker’s or 
dealer’s published bid or published offer (exclusive of 
any commission, commission equivalent or differential 
customarily charged by such responsible broker or 
dealer in connection with any such order) in any amont 
up to his published quotation size.'® However, if, prior 
to the presentation of any such order to a responsible 
broker or dealer, such responsible broker or dealer 
communicated to his exchange a revised quotation 
size, he would not be obligated to purchase or sell re- 
ported securities in an amount greater than that revised 
quotation size. 


The firmness requirements of the Rule would also not 
apply after the responsible broker or dealer had com- 





'SThe exchange involved would also be responsible for 
keeping track of the quotation sizes of each respon- 
sible broker or dealer and making that information 
available to a member seeking to effect a transaction in 
reliance on the firmness requirements of the Rule. 
(See Rule 11Ac1-1(b)(2) as revised.) 


‘6The Commission is particularly interested in receiving 
comment on the appropriateness of imposing a 
firmness requirement conferring upon both institu- 
tional and retail buyers and sellers of reported secu- 
rities a right to compel a responsible broker or dealer to 
effect a transaction under the circumstances described 
above, particularly in light of concepts of suitability 
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municated a bid or offer superseding his published bid 
or published offer or for a three-minute period after a 
transaction is effected on such responsible broker’s or 
dealer’s exchange or a transaction effected otherwise 
than on such responsible broker’s or dealer’s exchange 
is reported in the consolidated system." In addition, in 
the event an order to purchase or sell a particular re- 
ported security is presented to a responsible broker or 
dealer on the floor of an exchange at a time when such 
responsible broker’s or dealer’s published bid or pub- 
lished offer is at the same price as. the published bid or 
published offer for that security of any other responsible 
broker or dealer on the floor of such exchange, no such 
other broker or dealer would be relieved of his ex- 
ecution responsibilities under the Rule until (i) if the 
order is for an amount of reported securities which is 
equal to or less than the published aggregate 
quotation size, the member seeking to effect the order 
in reliance of the Rule has completed his order, or (ii) 
if the order is for an amount greater than the pub- 
lished aggregate quotation size, that member has pur- 
chased or sold an amount of such security equal to 
such published aggregate quotation size, regardless of 
any intervening trade report or revised bid or offer for 
the particular reported security involved or the fact 
that satisfaction of the order may involve more than 
one individual transaction in that security on that 
exchange. 


Finally, the Commission recognizes that, under certain 
unusual or active market condition, an exchange mar- 
ket’s quotation collection procedures may not be ad- 
equate to keep up with the flow of quotation in- 
formation in a particular reported security or a 
specialist may not be able to update his quotations in 
that security on a timely basis. Accordingly, the Com- 
mission proposes an additional exception from the 





(see Article Ill, Sec. 2 of the Rules of Fair Practice of 
the National Association of Securities Dealers, Inc.) and 
diligence as to customer accounts (see Rule 405 of the 
New York Stock Exchange, Inc.). Variants of the 
requirements would be to confine the firmness require- 
ments to orders presented by other brokers and dealers 
or to orders presented by persons other than retail 
customers. If the Commission determines to retain the 
firmness requirement in the form described in the text 
(e.g., because it would be unfair to establish rights of 
brokers and dealers to rely upon quotations while deny- 
ing such rights to others), that requirement, of course, 
would not be intended to supersede or contravene 
obligations with respect to dealings with customers 
imposed by other Commission or self-regulatory 
organization rules. 


For purposes of this provision of the Rule, each such 
transaction or trade report would trigger a new three- 
minute period. 


general firmness requirements of the Rule applicable 
during any period an exchange determines, pursuant to 
rules and regulations approved by the Commission 
pursuant to Section 19(b)(2) of the Act, that the level of 
trading activity is, or that there exist unusual market 
conditions, such that the exchange is incapable of col- 
lecting, processing and: making available to quotation 
vendors the data required by the Rule in a manner 
which accurately reflects the current state of the mar- 
ket on the floor of such exchange in a particular re- 
ported security. 


Under this exception, the obligation of responsible 
brokers and dealers to effect transactions in that se- 
curity at their published bid or published offer, as well 
as the obligation of the exchange involved to ascertain 
the identity and quotation size of each responsible 
broker and dealer and make such information available 
to members, would be suspended upon notification by 
the exchange to certain designated persons (including 
the Commission and the various quotation vendors). 
Suspension of such obligations would continue until 
the exchange determined that the unusual market ac- 
tivity or conditions had terminated and renotified the 
persons designated in the Rule. However, during any 
period during which obligations are suspended pur- 
suant to this exception, the exchange involved would 
still be required to continue, to the maximum extent 
practicable under the circumstances, to collect, pro- 
cess and make available to quotation vendors bids, of- 
fers and quotation sizes of its members. 


B. Collection of Third Market Quotations 


The Commission believes that no major change in the 
Rule’s requirements as to collection procedures and 
firmness with respect to third market makers is neces- 
sary. Under the revised proposal, each third market 
maker would be deemed a “responsible broker or 
dealer” with respect to his bids and offers, and would 
be obligated to effect transactions in reported se- 
curities at a price at least as favorable as his published 
bid or published offer, subject to the exceptions for 
intervening transactions effected by him, intervening 
trades from other markets reported in the consolidated 
system, and revised quotations. 


Each national securities association would be 
required, at all times last sale information with respect 
to reported securities is reported in the consolidated 
system, to collect, process and make available to quo- 
tation vendors the highest bid and lowest offer com- 
municated otherwise than on the floor of an exchange 
by each member of such association acting in the ca- 
pacity of a third market maker for a reported security. 
An exception from that requirement would be provided 
for any such bid or offer communicated by a third mar- 
ket maker which is executed immediately after com- 
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munication or is cancelled or withdrawn if not so ex- 
ecuted. 


C. Technical Changes 


In addition to the changes to proposed Rule 11Ac1-1 
discussed above, several technical changes to the Rule 
were made as discussed below. 


1. The definition of the term “third market 
maker” has been altered to make clear that (a) a market 
maker may also represent a customer’s order as agent 
as part of a bid or offer made available pursuant to the 
Rule, and (b) a market maker shall not include any per- 
son who does not make markets for reported securities 
in amounts of less than block size. '8 


2. The quotation information collection pro- 
visions of the Rule have been amended to relieve an ex- 
change of responsibility for collecting, processing and 
making available bids, offers and quotation sizes not 
only during periods when trading has been suspended, 
but also when trading has been halted on the particular 
exchange for whatever reason, as well as prior to the 
opening transaction on that exchange.'9 


3. The proposed Rule has been revised to permit 
exchanges and associations required to make quo- 
tation information available pursuant to its provisions 
to do so at acommon location determined by mutual 
agreement of the exchanges and associations 2° 


4. The proposed Rule has been revised to ex- 
plicitly permit the collection and dissemination of quo- 
tation information with respect to reported securities 
(including indications of interest as well as bids and 
offers) to vendors by exchanges and associations 
either prior to the commencement or after the ter- 
mination of trading in a particular market center.?' 





Rule 11Ac1-1(a)(1) as revised. 


Rule 11Act1-1(b)(1)(i) as revised. An association would 
continue to be responsible for collecting, processing 
and making available quotation information except 
during periods when trading in a particular reported 
security has been suspended. 


20Rule 11Ac1-1(a)(6) as revised. 


2tRule 11Ac1-1(b)(4) as revised. The revised proposal, 
however, would not require any exchange or associa- 
tion to collect, process and make available quotation in- 
formation outside of normal trading hours. 
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5. The anticipated effective date of the Rule has 
been revised to January 1, 1978.22The Commission be- 
lieves that this date will provide adequate lead time for 
exchanges and associations to make whatever modifi- 
cations to their quotation collection and dissemination 
systems as are necessary to ensure compliance with 
the Rule, and for vendors to modify their information 
systems to accommodate the display of quotation in- 
formation (including sizes) from the various market 
centers. 


6. In order to avoid confusion concerning the in- 
tended neutrality of proposed Rule 11Ac1-1 in the area 
of charges by exchanges and associations in con- 
nection with the dissemination of quotation in- 
formation, the Commission has deleted the section of 
the July Proposal which provided that “[n]othing in 
[the proposed Rule] shall preclude any exchange or as- 
sociation from imposing fair and reasonable charges 
for the dissemination of quotations.” 23 


lll. Additional Issues 
A. Vendor Requirements and Best Execution 


Several commentators suggested that, in conjunction 
with the proposed Rule, the Commission impose obli- 
gations on vendors to display quotations -made avail- 
able pursuant to its provisions and on brokers to route 
customer orders to the market center displaying the 
most favorable quotation at the time the order is re- 
ceived. The Commission believes, however, that 
neither of these suggestions should be incorporated in 
the Rule at this time. 


With respect to vendor obligations, although the 
Commission believes that widespread dissemination 
of quotation information—including size—is neces- 
sary to promote effective competition among market 
centers and is essential to the achievement of the pur- 
poses of the Rule, it appears that adequate dis- 
semination will be achieved without any such re- 
quirements. The Commission intends, however, to 
monitor closely developments in this area and, should 
vendors fail to provide widespread and complete dis- 
semination of quotation information—including 





22Rule 11Ac1-1(b)(1) as revised. 


23Proposed Rule 11Ac1-1(b)(3). In so doing, however, 
the Commission notes that, under Section 11A(c)(1)(C) 
of the Act [15 U.S.C. 78k-1(c)(1)(C)], it continues to 
have authority to adopt rules and regulations designed 
to assure that all securities information processors may 
obtain quotation information from any exchange or 
association (or any other exclusive processor) on fair 
and reasonable terms. 

















size—to brokers, dealers and investors within a 
reasonable time, we will reconsider the need for re- 
gulations imposing display requirements directly on 
quotation vendors. 


Although the Commission is not proposing at this time 
any requirement that brokers direct order flow on the 
basis of machine-displayed quotation information, the 
Commission believes that adoption of proposed Rule 
11Ac1-1 should aid brokers in obtaining better ex- 
ecution of customer orders. The proposal, if adopted, 
should, in our view, significantly improve the quality of 
quotation information, and we would expect brokers to 
take this improvement in market information into con- 
sideration in their order routing decisions. 


B. The Three-Minute Provision 


Several commentators noted practical problems with 
the three-minute provision of the proposed Rule, which 
would operate to relieve responsible brokers or dealers 
of their execution obligations under the Rule for a 
three-minute period following either a transaction in 
the particular market center involved or the reporting of 
a transaction in the consolidated system. Several 
exchanges argued that exchange specialists may not 
always be aware of transactions in different market 
centers (particularly if those transactions are effected in 
markets other than the primary exchange market), and 
therefore would have difficulty in updating their 
quotations within the requisite three-minute period. 


The Commission believes, however, that the three- 
minute provision of the Rule is workable and will not 
create major operational problems for the exchange 
markets. Insofar as the proposed Rule creates a need on 
the part of market professionals on the floors of the 
various exchanges to be more aware of transactions 
occurring elsewhere, the Commission believes it is a 
simple task to develop and install systems capable of 
notifying specialists of all transactions in their 
speciality stocks (regardless of the market center in 
which the transaction was effected) 24 


Nonetheless, the Commission requests commentators 
to focus on this aspect of the Rule and to advise the 
Commission of any other potential problems resulting 
from the three-minute provision which would impact on 
either exchange markets or on third market makers. In 
addition, commentators should consider, as an 
alternative to the three-minute provision of the Rule, 





24For example, consolidated last sale information, in- 
cluding the time of the most recent transaction, is 
available on most standard vendor interrogation 
devices. 


the feasibility of requiring bids and offers made 
available pursuant to the Rule to be firm under all 
circumstances (unless a revised bid or offer had been 
communicated to the relevant exchange or association 
prior to receipt of an order). 


C. Measurement of Three-Minute Period 


One commentator complained that the Rule did not 
define the terms that would be used to measure the 
three-minute ‘‘grace period’’ provided for responsible 


“brokers and dealers after intervening transactions and 


trade reports. That commentator argued that there 
“‘may be serious confusion and continued disputes’’ 
unless the Rule clearly defines (i) the time a 
transaction is considered to have been effected in a 
particular market center, (ii) the time a quotation is 
considered to have been communicated to a market 
center for dissemination to quotation vendors, and 
(iii) the time a transaction is considered to have been 
reported in the consolidated system. 


The Commission is of the view that determination of the 
time a transaction is considered to have been effected 
and the time a bid or offer is considered to have been 
communicated to a market center for dissemination to 
quotation vendors be left to the various self-regulatory 
organizations25With respect to the reporting of trans- 
actions in the consolidated system, the Commission is 
of the view that, for purposes of proposed Rule 
11Ac1-1, as well as all other rules and regulations 
under the Act which refer to the consolidated system 
(e.g., the Commission’s primary short sale rule, Rule 
10a-1 [17 CFR §240.10a-1]), a transaction is considered 
to have been reported in the consolidated system when 
it is made available by the processor thereof by means 
of the high-speed data transmission line developed as 
part of the joint industry plan for the development and 
operation of the system. 


D. Errors 


A number of commentators expressed concern about 
the possibility of errors in the collection and dissemina- 
tion of quotation information and were uncertain as to 
whether the Rule required a specialist or third market 





25The method employed by each self-regulatory organi- 
zation for determining when a transaction has taken 
place and when a bid or offer has been communicated 
to it for dissemination should be part of that 
self-regulatory organization’s procedures and mech- 
anisms for collecting, processing and making available 
quotation information required by paragraph (b)(1) of 
the Rule. 


SEC DOCKET/841 








maker to effect a transaction at a price displayed on a 
vendor interrogation device if that price were not, in 
fact, the correct one. The Commission does not believe 
persons subject to execution responsibilities under the 
Rule based on machine-displayed quotation informa- 
tion should be reasonable for transmission or display 
errors on the part of any exchange, association or 
vendor and has made some minor changes in the Rule 
to make clear that the Rule does not require execution 
based on erroneous displays or transmissions. 


Under the revised proposal, if a bid or offer displayed 
on a vendor terminal or display device is not the actual 
bid or offer communicated by a responsible broker or 
dealer to his exchange or association, or if the quotation 
size (or aggregate quotation size) displayed is not the 
size determined pursuant to the Rule, that bid, offer or 
size would not be within the definition of ‘‘published 
bid,’’ ‘‘published offer,’’ ‘‘published quotation size,’’ 
or ‘‘published aggregate quotation size’’ (as the case 
may be) and, therefore, no responsible broker or dealer 
would be required to execute a transaction based on 
that erroneous bid, offer or size.26 


E. Cost/Benefit Analysis 


The Commission has considered the anticipated costs 
and benefits associated with proposed Rule 11Ac1-1 
and has concluded that the projected benefits of the 
proposal, although difficult to quantify, outweigh the 
anticipated costs to exchanges, associations and mar- 
ket professionals of compliance with the Rule. These 
projected benefits include facilitating a broker’s ability 
to use reasonable diligence to obtain best execution of 
each order entrusted to him,2’ as well as the possible 
narrowing of spreads in certain exchange-traded 
issues. 


Moreover, notwithstanding any specific benefit which 
may be derived from adoption of proposed Rule 
11Ac1-1, affirmative Commission regulatory action in 
this area is, in our view, justified by the overriding 
public interest in the widespread dissemination of quo- 
tation information and by the provisions of the Act 





26Of course, if a bid, offer or quotation size of a 
responsible broker or dealer is displayed correctly on 
one vendor’s interrogation device and incorrectly on 
another vendor’s device, that responsible broker or 
dealer would still be required to be firm with respect to 
the correct price or size (although he could not be held 
to the incorrect price or size). 


27S$ee SEC, Policy Statement on the Structure of a 
Central Market System, 7-8 (1973). 
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mandating Commission action to facilitate the 
development of a national market system. In this 
regard, the Commission notes that Section 11A of the 
Act [15 U.S.C. 78k-1], added by the Securities Acts 
Amendments of 1975,28 contains a Congressional 
finding that it is in ‘‘the public interest and appropriate 
for the protection of investors and the maintenance of 
fair and orderly markets to assure. . .the availability to 
brokers, dealers and investors of information with 
respect to quotations. . . .’’29 


In addition, the legislative history of the 1975 
Amendments indicates a clear Congressional determi- 
nation that a composite quotation system is an essential 
element of the emerging national market system and 
that Congress contemplated an active Commission role 
in its development. For example, the Senate Committee 
on Banking, Housing and Urban Affairs in its report 
accompanying S. 249, the bill which became the 1975 
Amendments, stated as follows: 


In the securities markets, as in most other active 
markets, it is critical for those who trade to have access 
to accurate, up-to-the-second information as to the 
prices at which transactions in particular securities are 
taking place (i.e., last sale reports) and the prices at 
which other traders have expressed their willingness to 
buy or sell (i.e., quotations). For this reason, 
communications systems designed to provide auto- 
mated dissemination of last sale and quotation 
information with respect to securities will form the 
heart of the national market system.°° 


And, as to the role of the Commission in the 
development of a composite quotation system, the 
conference report on S. 249 stated that: 


[ijt is the intent of the conferees that the national 
market system evolve through the interplay of 
competitive forces as unnecessary regulatory restric- 
tions are removed. The conferees expect, however, in 





28Pub. L. 94-29 (June 4, 1975). 


9Section 11A(a)(C)(iii) of the Act [15 U.S.C. 78k-1(a) 
(1)(C)(iii)). 


30§. Rep. No. 94-75, Report to Accompany S. 249, 
94th Cong., 1st Sess. 9 (1975). See Subcomm. on Com- 
merce and Finance of the House Comm. on Interstate 
and Foreign Commerce, Securities Industry Study. 
H.R. Rep. No. 92-1519, 92d Cong., 2d Sess. 123-25 
(1972); Subcomm. on Securities of the Senate Comm. 
on Banking, Housing and Urban Affairs, Securities 
Industry Study, S. Doc. No. 93-13, 93d Cong., 1st Sess. 
101-104 (1973). 
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those situations where competition may not be 
sufficient, such as the creation of a composite quotation 
system. .., the Commission will use the powers 
granted to it in this bill to act promptly and effectively 
to ensure that the essential mechanisms of an 
integrated secondary trading system are put into place 
as rapidly as possible.3! 


IV. Request for Public Comment 


The Securities and Exchange Commission hereby pro- 
poses Rule 11Ac1-1 [17 CFR §240.11Ac1-1] pursuant to 
its authority under the Securities Exchange Act of 1934 
[15 U.S.C. 78a et seq., as amended by Pub. L. No. 
94-29 (June 4, 1975)], and particularly Sections 2, 3, 6, 
11A, 15, 15A, 17 and 23 thereof [15 U.S.C. 78b, 78c, 
78f, 78k-1, 780, 780-3, 78q and 78w]. The text of the 
proposed rule is as follows (changes from the prior ver- 
sion of proposed Rule 11Ac1-1 are indicated as fol- 
lows: additions are indicated by arrows and _ , and 
deletions by brackets [and]): 


§240.11Ac1-1 Dissemination of quotations for » re- 
ported << [eligible] securities. 


(a) > Definitions. < For purposes of this section, 


(1) The term ‘‘third market maker’’ shall mean > any 
person who holds himself out as being willing to buy 
and sell a reported security for his own account on a 
regular and continuous basis otherwise than on a 
national securities exchange in amounts of less than 
block size (including any such person who also 
represents, as agent, orders to buy or sell reported 
securities on behalf of any other person and 
communicates bids and offers to a national securities 
association (‘‘association’’) pursuant to this section on 
behalf of such other person as well as for his own 
account). [a ‘‘market maker’’ as defined in 
§240.15c3-1(c)(8) (Rule 15c3-1(c)(8) under the Act) who 
makes markets over-the-counter in eligible securities; ] 


(2) The term > ‘‘exchange market maker’’ << [‘‘spe- 
cialist’’] shall mean any member of a national securities 
exchange (‘‘exchange’’) who is registered as a spe- 
cialist > or market maker pursuant to the rules and 
regulations of such exchange » . « [, and any other 
member of an exchange who also performs on the floor 
of that exchange, either the market making or limit 
order representation function of aregistered specialist; ] 


»(3) The term ‘‘responsible broker or dealer’’ shall 
mean 





31Committee on Conference, Conference Report to Ac- 
company S. 249, H.R. Rep. No. 94-229; 94th Cong., 1st 
Sess. 92 (1975). 


(i) when used with respect to bids or offers 
communicated on the floor of an exchange, any 
member of such exchange who communicates to an- 
other member on the floor of such exchange, at the loca- 
tion (or locations) designated by such exchange for 
trading in a reported security, a bid or offer for such 
reported security, as either principal or agent; provided, 
however, that in the event two or more members of an 
exchange have communicated on the floor of such 
exchange bids or offers for a reported security at the 
same price, each such member shall be considered a 
‘*responsible broker or dealer’’ with respect to that bid 
or offer, subject to the rules of priority and precedence 
then in effect on that exchange; and further provided 
that, with respect to a bid or offer which is transmitted 
from one member of an exchange to another such 
member who undertakes to represent such bid or offer 
as agent, only the last such member who undertakes to 
represent such bid or offer as agent shall be considered 
the ‘‘responsible broker or dealer’’ with repsect to that 
bid or offer; and 


(ii) when used with respect to bids and offers 
communicated by a third market maker to another 
broker or dealer or to a customer otherwise than on an 
exchange, the third market maker communicating the 
bid or offer (regardless of whether such-bid or offer is 
for his own account or on behalf of another person). 


(4) < [(3)] The term ‘‘quotation vendor’’ shall mean 
any securities information processor engaged in the 
business of disseminating to brokers or dealers, on a 
real-time or current and continuing basis, bids and 
offers made available pursuant to this section< 
[quotations for eligible securities], whether distributed 
through an electronic communications network or 
displayed on a terminal or other > display < device 
». < [or otherise;] 


(5) The term ‘‘consolidated system’’ shall mean the 
consolidated transaction reporting system contem- 
plated by §240.17a-15 (Rule 17a-15 under the Act)»>.< 
[3] 


> (6) < [(4)] The term > ‘‘reported security’ < [‘‘eli- 
gible security’’] shall mean any > equity < security as 
to which last sale information is reported in the 
consolidated system». ~<« [;] 


»(7) <« [(6)] The term ‘‘make available,’’ when used 
with repsect to » bids, offers, quotation sizes and 
aggregate quotation sizes < [quotations] supplied to 
quotation vendors by an exchange or [a national 
securities] association [(‘‘association)], shall mean to 
provide circuit connections at the premises of the 
exchange or association supplying > such data, < 
[those quotations] > or at a common location 
determined by mutual agreement of the exchanges and 
associations, << for the delivery of such »data< [quo- 
tations] to » quotation « [such] vendors»>.< [;] 
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»(8)< [(7)] The term» s ‘‘bid’’ and ‘‘offer’’ < [‘‘quo- 
tation,’’ when used with respect to bids and offers of a 
specialist or market maker,] shall mean the [highest 
current] bid price » or< [and] the [lowest current] 
offer price most recently communicated by » a 
responsible broker or dealer< [that specialist or 
market maker] to any » other « broker » or< [,] dealer 
» << Or » to any customer, at which he is willing to 
buy or sell a particular amount of »a_ reported 
security < [eligible securities], as sither principal or 
agent, but shall not include [(i)] indications of 
interest» .<« [or (ii) any bid or offer by that specialist or 
third market maker made in response to any inquiry by 
a broker, dealer or customer with respect to that 
specialist’s or third market maker’s willingness to buy 
or sell eligible securities in an amount greater than that 
bid for or offered by that specialist or third market 
maker in communicating his quotation;] 


»(9)< [(8)] The termss ‘‘published bid’’ and 
‘‘published offer’? < [‘‘published quotation,’’ when 
used in connection with an order to buy or sell eligible 
securities presented to a specialist or market maker,] 
shall mean the » bid or offer (as the case may be) of a 
responsible broker or dealer for that reported security 
communicated by him to his exchange or association 
[most recent quotation of such specialist or market 
maker made available to quotation vendors] pursuant to 
this section » and displayed by » a< quotation 
vendor[s] on a terminal or other display device at the 
time » an<< [the] order is presented » for execution to 
such responsible broker or dealer.<« [;] 


(10) [(9)] The term ‘‘quotation size,’’ when used 
with respect to a » responsible broker’s or dealer’s bid 
or offer for a reported security << [specialist’s or market 
maker’s quotation], shall mean »(i)< the number of 
shares (or units of trading) of »that reported < [an 
eligible] security which »such responsible broker or 
dealer has specified, for purposes of dissemination to 
quotation vendors, that « [that specialist or market 
maker has stated] he is willing to buy at the bid price or 
sell at the offer price comprising his > bid or offer, as 
[quotation,] either [as] principal or agent» , or, in the 
event such responsible broker or dealer has not so 
specified, (ii) anormal unit of trading for that reported 
security.< [;] 


» (11) «[(10)] The term ‘‘published quotation size[,]’’ 
[when used in connection with an order to buy or sell 
eligible securities presented to a specialist or market 
maker,] shall mean the [most recent] quotation size [(if 
any)] of »a responsible broker or dealer communicated 
by him to his exchange or association « [that specialist 
or market maker made available to quotation vendors] 
pursuant to this section and displayed by » a= 
quotation vendor[s] on a terminal or other display 
device at the time » an~< [the] order is presented » for 
execution to such responsible broker or dealer.<« [;] 
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e(12) The term ‘‘aggregate quotation size’’ shall 
mean the sum of the quotation sizes of all responsible 
brokers or dealers who have communicated on the floor 
of an exchange bids or offers for a reported security at 
the same price. 


(13) The term ‘‘published aggregate quotation size’’ 
shall mean the aggregate quotation size calculated by 
an exchange and displayed by a quotation vendor on a 
terminal or other display device at the time an order is 
presented for execution to a responsible broker or 
dealer. 


(14)<« [(11)] The term ‘‘odd-lot’’ shall mean an order 
for the purchase or sale of > a reported <« [an eligible] 
security in an amount less than a normal unit of 
trading. 


»(15) The term ‘‘specified persons,’’ when used in 
connection with any notification required to be provided 
pursuant to paragraphs (b)(3)(i) and (b)(3)(ii) of this 
section, shall mean 


(i) the Securities and Exchange Commission; 
(ii) each quotation vendor; 
(iii) the Consolidated Tape Association; and 


(iv) the Options Price Reporting Authority (in the case 
of a notification with respect to a reported security 
which is a class of securities underlying options 
admitted to trading on any exchange).~<« 


(b) > Dissemination requirements for exchanges and 
associations. < 


(1) On and after »January 1, 1978, « [November 1, 
1976,] every exchange and association shall have 
established and shall maintain procedures and 
mechanisms for collecting »bids, offers,< [quotations 
and, if provided,] quotation sizes » and aggregate 
quotation sizes from responsible brokers or dealers who 
are members of such exchange or association (as the 
case may be) < [from specialists and market makers], 
processing such » bids, offers « [quotations] and sizes, 
and making such » bids, offers < [quotations] and sizes 
available to quotation vendors, »as follows:< [in 
accordance with subparagraph (2) of this paragraph (b). 


(2) Every exchange and every association shall collect, 
process and make available to quotation vendors 
quotations and quotation sizes of its specialists and 
market makers as follows:] 


(i) Every exchange shall, at all times such exchange is 


open for trading, collect, process and make available to 
quotation vendors » the highest bid and the lowest 
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offer communicated on the floor of that exchange (or, in 
the event such exchange maintains more than one 
trading floor, communicated on any of such floors) by 
any responsible broker or dealer (excluding any such 
bid or offer which is executed immediately after com- 
munication and any such bid or offer communicated by 
a responsible broker or dealer other than an exchange 
market maker.which is cancelled or withdrawn if not 
executed immediately after communication( [quota- 
tions of its specialists] for each »reported< [eligible] 
security » listed << [registered] or admitted to unlisted 
trading privileges on that exchange » except~ 
[provided, however, that no quotation for an eligible 
security shall be required to be collected, processed 
and made available by an exchange] during any period 
when trading in that security [on that exchange] has 
been suspended » or halted, or prior to the 
commencement of trading in that security on any 
trading day, on that exchange <; 


(ii) Every association shall, at all times last sale 
information with respect to » reported < [eligible] 
securities is reported in the consolidated system, 
collect, process and make available to quotation 
vendors » the highest bid and lowest offer communi- 
cated otherwise than on the floor of an exchange by 
each member of such association acting in the capacity 
of a third market maker for a reported security 
(excluding any such bid or offer which is executed 
immediately after communication or is cancelled or 
withdrawn if not so executed) except << [quotations of 
third market makers who are members of such 
association for each eligible security for which one or 
more members act as a third market maker, provided, 
however, that no quotation for an eligible security shall 
be required to be collected, processed and made 
available by an association] during any period when 
over-the-counter trading in that security has been 
suspended; » and< 


(iii) Every »bid and offer « [quotation for an eligible 
security] made available to quotation vendors » by an 
exchange or association « pursuant to this section shall 
be accompanied by the quotation size » or the 
aggregate quotation size (as the case may be) 
associated with it~ [if the specialist or third market 
maker communicating that quotation elects to provide 
such size to the exchange or association for the purpose 
of disseminating such size to quotation vendors]. 


»(2) Each exchange shall, with respect to each pub- 
lished bid and published offer for any reported security 
representing a bid or offer of a member, establish and 
maintain procedures for ascertaining and disclosing to 
other members of that exchange, upon presentation of 
orders sought to be executed by them in reliance upon 
paragraph (c)(2) of this section, the identity of each re- 


sponsible broker or dealer who made such bid or offer 
and the quotation size associated with it. 


(3)(i) If, at any time an exchange is open for trading, 
such exchange determines, pursuant to rules and re- 
gulations approved by the Securities and Exchange 
Commission pursuant to Section 19(b)(2) of the Act, 
that the level of trading activity is, or that unusual mar- 
ket conditions exist, such that the exchange is in- 
capable of collecting, processing and making available 
to quotation vendors the data with respect to a reported 
security required to be made available by subparagraph 
(1) of this paragraph (b) in a manner which accurately 
reflects the current state of the market on the floor of 
such exchange, such exchange shall immediately notify 
all specified persons of that determination. Upon such 
notification, responsible brokers or dealers who are 
members of that exchange shall be relieved of their ob- 
ligation under paragraph (c)(2) of this section and such 
exchange shall be relieved of its obligation under sub- 
paragraph (2) of this paragraph (b) with respect to that 
security; provided, however, that such exchange shall 
continue, to the maximum extent practicable under the 
circumstances, to collect, process and make available to 
quotation vendors such data for that security in ac- 
cordance with subparagraph (1) of this paragraph (b). 


(ii) During any period an exchange, or any responsible 
broker or dealer who is a member of that exchange, is 
relieved of any obligation imposed by this section with 
respect to any reported security by virtue of a noti- 
fication made pursuant to subparagraph (3)(i) of this 
paragraph (b), such exchange shall monitor the activity 
or conditions which formed the basis for such noti- 
fication and shall immediately renotify all specified per- 
sons when that exchange is once again capable of col- 
lecting, processing and making available to quotation 
vendors the data with respect to that security required 
to be made available by paragraph (1) of this paragraph 
(b) in a manner which accurately reflects the current 
state of the market on floor of such exchange. Upon 
such renotification, any exchange or responsible broker 
or dealer which had been relieved of any obligation im- 
posed by this section as a consequence of the prior noti- 
fication shall again be subject to such obligation. < 


[(3) Nothing in this section shall preclude any exchange 
or association from imposing fair and reasonable 
charges for the dissemination of quotations. ] 


»(4) Nothing in this section shall preclude any ex- 
change or association from making available to quo- 
tation vendors indications of interest or bids and offers 
with respect to a reported security at any time such ex- 
change or association is not required to do so pursuant 
to subparagraph (1) of this paragraph (b).~< 


SEC DOCKET/845 








(c)®>Obligations of responsible brokers and dealers.< 


(1) Every®responsible broker or dealer [specialist 
and third market maker] shall promptly communicate to 
his exchange or association (as the case may be), pur- 
suant to the procedures established by that exchange or 
association, his»bids, offers and quotation sizes~ 
[quotations in eligible securities (and, if such specialist 


or third market maker so elects, his quotation sizes)]. 


(2) Subject to the provisions of »subparagraphs (3) and 
(4) of this paragraph (c)[paragraphs (c)(3) and (c)(4) 
of this section], every»responsible broker or dealer~< 
[specialist and market maker] shall be obligated to ex- 
ecute any order »to buy or sell a reported security<, 
other than an odd-lot order, [to buy or sell eligible se- 
curities] presented to him by®another~«[a] broker or 
dealer, or any other»person belonging to a<category 
of person »s< with whom suchyresponsible broker or 
dealer ~< [specialist or market maker] customarily deals, 
at a price at least as favorable to such buyer or seller as 
the bid »price<or offer »price«comprising such yre- 
sponsible broker’s or dealer’s~<[specialist’s or market 
maker’s] published®bid or published offer [quo- 
tation] (exclusive of any commission, commission 
equivalent or differential customarily charged by such 
responsible broker or dealer in connection with ex- 
ecution of any such order)<in any amount up 
to®his~<[the] published quotation size [(or, in the 
event no quotation size has been disseminated in con- 
nection with such published quotation, a normal unit of 
trading)]>; provided, however, that if, prior to the pre- 
sentation of such an order, a responsible broker or 
dealer has communicated to his exchange or association 
(as the case may be), a quotation size superseding his 
published quotation size (a ‘‘revised quotation size’’) 
pursuant to subparagraph (1) of this paragraph (c), 
such responsible broker or dealer shall not be obligated 
by this section to purchase or sell a reported security in 
an amount greater than his revised quotation size. < 


(3) Subject to the provisions of paragraph »(b)< [(c)] 
(3) of this section®™and subparagraphs (4) and (5) of 
this paragraph (c)<, nosresponsible broker or 
dealer [specialist or market mak-r] shall be obligated 
to execute a transaction for any reported security~<as 
provided in»subparagraph (2) of this paragraph 
(c)<[paragraph (c)(2) of this section] if, afters»com- 
munication [dissemination] of such » responsible 
broker’s or dealer’s << published » bid or published 
offer < [quotation] and before the order sought to be 
executed is presented, (i) a transaction in the» 
reported [eligible] security sought to be bought or 
sold has been effected on the floor of such 
responsible broker's or dealer's « [specialist’s] 
exchange or with such » responsible broker or dealer <« 
[market maker], or > a transaction in such security 
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effected otherwise than on the floor of such responsible 
broker’s or dealer’s exchange or with such responsible 
broker or dealer «€ has been reported in the consoli- 
dated system, or (ii) such ™ responsible broker or 
dealer <« [specialist or market 


maker] ha : 
communicated to his exchange or association (as th 


case may be), pursuant to » subparagraph (1) of this 
paragraph (c)« [paragraph (c)(1) of this section], a> 
bid or offer < [quotation] superseding his published > 
bid or published offer [quotation]. 


»(4) Notwithstanding the provisions of subparagraph 
(3) of this paragraph (c), if, at the time an order to buy 
or sell a reported security, other than an odd-lot order, 
is presented to a responsible broker or dealer on the 
floor of an exchange, such responsible broker’s or 
dealer’s published bid or published offer (as the case 
may be) for that security is at the same price as the 
published bid or published offer for that security of any 
other responsible broker or dealer on the floor of that 
exchange, no such responsible broker or dealer shall be 
relieved of his obligation under subparagraph (2) of this 
paragraph (c) to effect a transaction in that security 
until the person presenting such order either has (i) 
completed that order (if the order is for an amount of 
such reported security which is equal to or less than the 
published aggregate quotation size), or (ii) purchased 
or sold an amount of such reported security equal to the 
published aggregate quotation size (if the order is x | 
an amount of such reported security greater than such 

published aggregate quotation size).< 


[(4) Notwithstanding paragraph (c)(2) of this section, if, 
prior to the presentation of an order to buy or sell eli- 
gible securities, a specialist or third market maker has 
communicated to his exchange or association (as the 
case may be), pursuant to paragraph (c)(1) of this 
section, a quotation size superseding his published 
quotation size (a ‘‘revised quotation size’’), he shall not 
be obligated by this section to purchase or sell eligible 
securities in an amount greater than his revised quota- 
tion size.] 


(5) If a »responsible broker or dealer [specialist or 
market maker] does not communicate a > bid or offer 
[quotation] superseding his published > bid or 
published offer for a reported <« [quotations in an 
eligible] security within » three («<3 > ) < minutes 
after the occurrence of a transaction in that security 
[effected] on such » responsible broker’s or dealer’s< 
[specialist’s] exchange or with such » responsible 
broker or dealer <« [market maker], or within > three 
(<3 )~< minutes of the reporting of a transaction in 
that security in the consolidated system » effected 
otherwise than on the floor of such responsible broker’s 
or dealer’s exchange or with such responsible broker or 
dealer << , such ® responsible broker or dealer~ 
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[specialist or market maker] shall, upon presentation of 
an order, be obligated to execute a transaction in 
accordance with the provisions of »- subparagraph (2) of 
this paragraph (c) of this section~< [paragraph (c)(2) of 
this section] notwithstanding »subparagraph (3)(i) of 
this paragraph (c)<< [paragraph (a)(3) of this section]. 


(d) > Exemptions.~< 


The Commission may exempt from the provisions of 
this section, either unconditionally or on specified 
terms and conditions, any » responsible broker or 
dealer, [specialist or market maker, national secur- 
ities] exchange, or [national securities] association if 
the Commission determines that such exemption is 
consistent with the public interest, the protection of 
investors and the removal of impediments to and 
perfection of the mechanism of a national market sys- 
tem. (Secs 2,3, 6, 15, 17, 23, Pub. L. 78-291, 48 Stat. 881, 
882, 885, 895, 897, 901, as amended by Secs. 2, 3, 4, 11, 
14, 18, Pub. L. 94-29, 89 Stat. 97, 104, 121, 137, 155 (15 
U.S.C. 78b, 78c, 78f, 78k-1, 780, 78q, 78w, as amended 
by Pub. L. 94-29 (June 4, 1975)); Sec. 1, Pub. L. 75-719, 
52 Stat. 1070, as amended by Sec. 12, Pub. L. 94-29, 89 
Stat. 127-131 (15 U.S.C. 780-3, as amended by Pub. L. 
94-29 (June 4, 1975)); Sec. 7, Pub. L. 94-29, 89 Stat. 111 
(15 U.S.C. 78k-1)). 


All interested persons are invited to submit written 
views, data and arguments with respect to proposed 
Rule 11Ac1-1. Persons wishing to make such submis- 
sions should file six copies thereof with George A. Fitz- 
simmons, Secretary, Securities and Exchange Com- 
mission, Room 892, 500 North Capitol Street, Wash- 
ington, D.C. 20549, not later than August 1, 1977. All 
submissions should refer to File No. S7-648, and will be 
available for public inspection at the Commission’s 
Public Reference Room, Room 6101, 1100 L Street, 
N.W., Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


June 14, 1977 
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Release No. 13627/June 14, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY MIDWEST STOCK EXCHANGE, INC. 


File No. SR-MSE-77-17 


The Midwest Stock Exchange, Inc. (‘‘MSE’’) submitted 
on June 6, 1977 a proposed rule change under Rule 
19b-4 to eliminate wording which would otherwise 
restrict option-only members from entrance to the 
equity trading floor. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 20, 1977. 
In order to assist the Commission to determine whether 
to approve the proposed rule change or institute 
proceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federa/ Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, N.W., Washington, D.C. 20549. 
Reference should be made to File No. SR-MSE-77-17. 


Covies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W. Washington. D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13628/June 14, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY CHICAGO BOARD OPTIONS EXCHANGE, INC. 


File No. SR-CBOE-77-12 


The Chicago Board Options Exchange, Inc. (‘‘CBOE’’) 
submitted on June 2, 1977 a proposed rule change 
under Rule 19b-4 to establish an application fee of 
$250.00 for each limited partner processed as part of a 
partnership which applies to become a Member 
Organization of the CBOE. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
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Exchange Act of 1934. At any time within sixty days of 
the filing of such proposed rule change the Commis- 
sion may summarily abrogate such rule change if it 
appears to the Commission that such action is neces- 
sary or appropriate in the public interest, for the pro- 
tection of investors; or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 13, 1977. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission within 
21 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13629/June 14, 1977 


In the Matter of 


THE NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York, New York 10005 


(File No. SR-NYSE-77-15) 


ORDER APPROVING RULE CHANGE SUBMITTED 
BY NEW YORK STOCK EXCHANGE, INC. RELAT- 
ING TO STOCK CERTIFICATES 


On May 1, 1977, the New York Stock Exchange, Inc. 
submitted, pursuant to Rule 19b-4 under the Securities 
Exchange Act of 1934 (the ‘‘Act’’), a proposed change 
to the NYSE Company Manual, pp. A-227,228, which 
would permit the share denomination on a single 
denomination stock certificate to be inscribed by 
maceration. 
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In accordance with Section 19(b) of the Act and Rule 
19b-4 thereunder, notice of the proposed rule change 
was published in the Federal Register (42 FR 23897, 
May 11, 1977), and the public was invited to comment 
thereon. Notice of the filing and an invitation for, 
comments also appeared in Securities Exchange cl 
Release No. 34-13499, May 2, 1977. One letter of 
comment was received. 


The Commission finds that the proposed change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
registered securities exchanges. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed change contained 
in File No. SR-NYSE-77-15 be, and hereby is, 
approved. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13630/June 15, 1977 


SEE 


SECURITIES ACT OF 1933 
Rel. No. 5835/June 15, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13631/June 15, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE OPTIONS CLEARING CORPORATION 


(File No. SR-OCC-77-5) 


The Options Clearing Corporation (‘‘OCC’’) on May 15 
1977, withdrew a proposed rule change (File N« 

SR-OCC-77-3) which was announced in Securities 
Exchange Act Release No. 34-13506 and has submitted 
in its place a proposed rule change, pursuant to Rule 
19b-4 under the Securities Exchange Act of 1934, to 
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change the commencement time for option contracts 
from one hour after settlement time to three hours after 
settlement time, and would modify OCC’s procedures 
for acceptance of pending transactions of a defaulting 
clearing member. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 20, 1977. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission within 
twenty-one days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washingon, 
D.C. 20549. Reference should be made to File No. 
SR-OCC-77-5. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13632/June 15, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE OPTIONS CLEARING CORPORATION 


(File No. SR-OCC-77-6) 


The Options Clearing Corporation (‘‘OCC’’) submitted 
on May 26, 1977, a proposed rule change, pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934, 
to delete from OCC’s By-Laws certain obsolete 
provisions relating to option contracts expiring in 1975. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 20, 1977. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission within 
twenty-one days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 


Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-OCC-77-6. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13633/June 16, 1977 


The Commission announced the entry of an Order of 
Public Administrative Proceedings against Strategic 
Management, Inc.; Preferential Brokerage, Inc.; and 
Dr. Leroy S. Brenna, all of Dallas, Texas, based on the 
following allegations relating to Strategic Investments 
Fund, Ind., a registered investment company: 


1) Interpositioning and principal transactions between 
Strategic Investments Fund, Ind. and Preferential 
Brokerage, Inc., constituting prohibited transactions 
with affiliates, in violation of the Investment Company 
Act of 1940; 


2) Transactions involving sale and redemption of 
redeemable securities of Strategic Investments Fund, 
Inc. at prices not based on the current net asset value 
thereof; 


3) Violations of the antifraud provisions of the 
Securities Act of 1933 and the Securities Exchange Act 
of 1934 through misrepresentations and omissions of 
material facts concerning the payment of commissions 
by Strategic Investments Fund, Inc. to Preferential 
Brokerage, Inc. in connection with over-the-counter 
portfolio transactions, the manner of execution of over- 
the-counter portfolio transactions, the manner of 
calculating net asset value of shares of Strategic 
Investments Fund, Inc. and the sale of securities by 
Preferential Brokerage, Inc. to Strategic Investment 
Fund, Inc. 
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Dr. Leroy S. Brenna is the majority stockholder of both 
Preferential Brokerage, Inc. and Strategic Manage- 
ment, Inc., which are registered as a broker-dealer and 
an investment adviser, respectively. Brenna is also 
president and chairman of the Board of Directors of 
Strategic Investments Fund, Inc. 


A hearing will be scheduled by further Order to take 
evidence on the staff allegations and to afford the 
respondents an opportunity to offer any defense thereto 
for the purpose of determining whether the allegations 
are true, and, if so, what, if any, action of a remedial 
nature should be ordered. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13634/June 16, 1977 


SEC. v. MICHAEL J. KRATZE, WILLIAM B. 
HITCHCOCK, II! and MARSHALL RAMSEY HOR- 
TON, JR. 


The Securities and Exchange Commission has ordered 
public administrative proceedings against Michael J. 
Kratze, William B. Hitchcock, III, Marshall Ramsy 
Horton, Jr. and David Watkins, all of Dallas, Texas. 


The proceedings are based upon allegations of the 
Commission’s staff that from January, 1974, until May, 
1976, Kratze, Hitchcock, Horton and Watkins violated 
the antifraud provisions of the Securities Act of 1933 
and the Securities Exchange Act of 1934 in connection 
with the purchase and sale of government securities. 
The staff alleges that Kratze, Hitchcock, Horton and 
Watkins engaged in a scheme to personally profit by 
inter-positioning two companies they owned and 
controlled in trades of government securities involving 
Bache. 


A hearing will be scheduled by further order to take 
evidence on the staff’s allegations and to afford the 
respondents an opportunity to offer any defenses 
thereto, for the purpose of determining whether the 
allegations are true and, if so, what, if any, action of a 
remedial nature should be ordered by the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13635/June 16, 1977 
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Uniform Net Capital Rule 
AGENCY: Securities and Exchange Commission 
ACTION: Final rule. 


SUMMARY: As of September 1, 1977, two ratings in 
one of the three highest categories of the nationally 
recognized statistical rating organizations will be 
required for the purpose of qualifying short term com- 
mercial paper of high quality for the reduced haircut 
treatment available under the net capital rule. In order 
to implement this determination, the Commission has 
decided to amend the rule to extend until September 1, 
1977 the Commission’s previous amendment per- 
mitting the application of the haircuts specified therein 
to positions bearing one rating. These measures arise 
from the Commission’s reevaluation of the two ratings 
requirement and its determination to retain this 
requirement. 


EFFECTIVE DATE: July 1, 1977. 


FOR FURTHER INFORMATION CONTACT: Nelson 
S. Kibler, Assistant Director, Division of Market 
Regulation, Securities and Exchange Commission, 
Washington, D.C. 20549. (202) 755-1390. 


SUPPLEMENTARY INFORMATION: 


Background 


Section 15(c)(3) of the Securities Exchange Act of 1934 
(‘‘the Act’’) directs the Commission, inter alia, to 
establish minimum financial responsibility require- 
ments for all brokers and dealers. On June 26, 1975, the 
Commission adopted' amendments to section 240. 
15c3-1 constituting a uniform net capital rule applicable 
to substantially all brokers and dealers, thus 
implementing this congressional directive. 


For purposes of determining compliance with the 
Commission’s minimum net capital requirements, sec- 
tion 240.15c3-1(c)(2) defines ‘‘net capital’’ as the net 
worth of a broker or dealer, adjusted in accordance with 
the several additions to and deductions from net worth 
enumerated therein. In this connection, section 240. 
15c3-1(c)(2)(vi) prescribes certain deductions trom the 
current market value of securities and money market 
instruments carried in the accounts of a broker or 
dealer, known as ‘‘haircuts,’’ which are intended to 
enable net capital computations to reflect the market 
risk inherent in tne positioning of the particular types of 
securities enumerated in paragraphs (c)(2)(vi)(A) 





‘Securities Exchange Act Release No. 11497 (June 26, 
1975). 40 FR 29795 (July 16, 1975). 
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through (c)(2)(vi)(I) of that section. In this connection, 
pursuant to section 240.15c3-1(c)(2)(vi)(E), short term 
commercial paper? which bears a fixed rate of interest 
or which is sold at a discount, and which is ranked in 
one of the three highest rating categories by at least 
two nationally recognized statistical rating services, re- 
ceives haircuts graduating proportionately with time to 
maturity to a maximum of 3/8 of 1%. Section 240. 
15c3-1 (c)(2)(vi)(J) applies substantially higher haircuts 
to securities not within the ambit of preceding 
paragraphs of section 240.15c3-1(c)(2)(vi). Section 240. 
15c3-1 (f)(3)(ii) accomplishes the same result in the case 
of securities in the accounts of brokers and dealers 
operating under the alernative net capital requirement. 


The ‘‘Two Ratings’’ Standard 


The ‘‘two ratings’’ criterion applicable to commercial 
paper evolved through the series of public exposures of 
a proposed uniform net capital rule which took place 
during 1972-74. During this time, the Commission 
considered various means, including the work of the 
rating services, of distinguishing for haircut purposes 
the less volatile and more readily marketable issues of 
the more creditworthy commercial paper issuers3 Even- 
tually, the Commission concluded that the most appro- 
priate available means to that end seemed to be a 
standard based upon commercial paper ratings. Recent 
experiences, however, indicated that it would be 
appropriate in the public interest that such a standard 
rely upon more than one such rating.* The Commission, 
therefore, incorporated a two ratings standard into 
section 240.15c3-1(c)(2)(vi)(E) as adopted. 





2For purposes of § 240.15c3-1, commercial paper is 
‘*short term’’ if it has a scheduled maturity at date of 
issue not exceeding nine months, exclusive of days of 
grace or any renewal thereof the maturity of which is 
likewise limited. See §240.15c3-1(c)(2)(vi)(E). 


3See Securities Exchange Act Release No. 11094 (Nov. 
11, 1974), 39 FR 41540 (Nov. 29, 1974) (proposed § 
240.15c3-1(c)(2)(F)(v)); Securities Exchange Act Re- 
lease No. 10525 (Nov. 29, 1973), 38 FR 34331 (Dec. 13, 
1973) (proposed § 240.15c3-1(c)(2)(D)(vii)); Securities 
Exchange Act Release No. 9891 (Dec. 5, 1972), 38 FR 
56 (Jan. 3, 1973) (proposed § 240.15c3-1 (c)(2)(C)(iv)). 


4See generally SEC, “The Financial Collapse of the 
Penn Central Company—Staff Report of the Securities 
and Exchange Commission to the Special Subcom- 
mittee on Investigations’’ 293 (1972); cf. id. at 292-302. 
See also ‘‘SEC v. Coffey,’’ 493 F.2d 1304 (6th Cir. 
1974), cert. denied, 420 U.S. 908 (1975); ‘‘In re Four 
Seasons Nursing Centers of America, Inc.,’’ 329 F. 
Supp. 747 (W.D. Okla. 1971), aff'd sub nom. ‘‘Ohio v. 
Four seasons Nursing Centers of America, Inc.,” 465 
F.3d 25 (10th Cir. 1972). 


In response to the request of interested members of the 
public, the Commission issued Securities Exchange Act 
Release No. 13125 (Dec. 30, 1976)5 (“Release No. 
13125’’) for the purpose of exploring the practicability 
of establishing alternatives to the dual ratings require- 
ment of Rule 15c3-1(c)(2)(vi)(E). This release sus- 
pended, effective January 1, 1977, and until April 1, 
1977, the provisions of Rule 15c3-1(c)(2)(vi)(E) to the 
extent they would foreclose application of the haircuts 
specified therein to positions in short term commercial 
paper bearing one rating in the three highest categories 
from a nationally recognized statistical rating service. 
Additionally, the Commission solicited public comment 
on certain questions concerning the appropriateness of 
the dual ratings standard. On March 31, 1977, the 
Commission extended the temporary qualified suspen- 
sion of Rule 15c3-1(c)(2)(vi)(E) until July 1, 1977, and 
invited further comment on the questions propounded 
in Release No. 13125.° 


Comments Received From the Public 


Comments received from the public suggested 
consideration of the substitution of a number of alter- 
native criteria for the two ratings presently required by 
Rule 15c3-1(c)(2)(vi)(E). Upon analyzing the public 
comments and suggestions, the Commission has 
determined that substitution of any of the various 
alternative criteria at this time would be inappropriate 
in the public interest and for the protection of investors. 


One such alternative criterion suggested as a possible 
substitute for the second rating was the existence of 
bank lines of credit covering all or a specified minimum 
percentage of the issuer’s outstanding commercial 
paper. Inasmuch as the existence of bank lines of credit 
is only one factor among many which are taken into 
consideration by rating services for purposes of 
identifying high quality commercial paper, the Com- 
mission does not consider this criterion an appropriate 
means of verifying the accuracy of any single 
commercial paper rating. 


Similarly, a rating service’s ‘‘letter of evaluation,’’’ 
issued in lieu of the requisite second rating, would not 





542 FR 2060 (Jan. 10, 1977). 


6Securities Exchange Act Release No. 13419 (March 
31, 1977), 42 FR 19126 (April 12, 1977). 


7This proposed alternative to a second rating envisions 
a commercial paper dealer requesting another rating 
service to issue an opinion letter stating whether or not 
the issuer’s commercial paper would be rated in one of 
that service’s three highest categories. 
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adequately serve the purposes which the second rating 
is intended to fulfill. The two ratings requirement was 
first incorporated into section 240.15c3-1 because of the 
absence of a means of directly estimating the reliability 
of any one rating. This rationale presupposes that the 
second rating service will conduct an in-depth review of 
the issuer’s creditworthiness similar to that carried out 
by the first rating service. It does not appear to the 
Commission that such an in-depth review would 
precede the issuance of a ‘‘letter of evaluation’’ and, 
accordingly, a ‘‘letter of evaluation’’ would be of little 
value. 


A third alternative suggested as a substitute for the two 
ratings requirement was that the commercial paper in 
question be rated in one of the three highest categories 
by one nationally recognized rating service, and that 
another rating service issue a rating of specified quality 
on certain varieties of long term debt of the same 
issuer, or of an affiliate of the issuer. Comments 
received from certain members of the public contend 
that ratings on long term debt are not an appropriate 
substitute for short term paper ratings because the 
factors considered in evaluating long term debt differ 
substantially from those employed in evaluating 
commercial paper. These commentators pointed out 
that in evaluating the quality of a commercial paper 
issuer it is essential to emphasize liquidity measure- 
ments including a consideration of inventory trend and 
variations, inventory evaluation method, write-off 
provisions and collectability. By necessity, in evalu- 
ating long term debt, the focus is on long term trends 
rather than liquidity measurement. These considera- 
tions lead to Commission to conclude that it would be 
inappropriate to construct a permanent regulatory 
standard for short term commercial paper wholly or 
partially dependent upon long term debt ratings. 


The final two alternatives to two ratings suggested by 
interested members of the public involve a standard 
based upon a rating by a single nationally recognized 
statistical rating service. One such alternative would 
permit the application of the reduced section 240 
15c3-1(c)(2)(vi)(E) haircuts to short term commercial 
paper bearing a rating from one of the nationally 
recognized statistical rating organizations in either of 
the two highest categories. The second alternative 
would establish an intermediate range of haircuts which 
would apply to commercial paper bearing a single rating 
in one of the two highest categories. The Commission 
has concluded that both of these alternatives are 
inadequate, inter alia, because they fail to resolve the 
problem which originally motivated the Commission to 
adopt the two ratings: standard: the Commission’s 
inability to guage, directly or indirectly, the accuracy of 
any one commercial paper rating. 


The Commission is of a view that current developments 
in the marketplace indicate that a two rating standard is 
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presently evolving with respect to commercial paper. 
This trend appears to be in the public interest since the 
existenc of a second commercial paper rating not only 
decreases the risks inherent in credit judgments, but 
improves the dealer’s ability to market an issuer’s 
notes and to obtain for the issuer the lowest possible 
borrowing costs. As a result, the existence of two 
ratings improves the liquidity and marketability of the 
commmercial paper dealer’s positions. The Commis- 
sion has determined that, under these circumstances, it 
would inappropriate to withdraw or substantially 
modify the two ratings requirement. 


Therefore, as of September 1, 1977, a rating in one of 
the three highest categories of at least two of the 
nationally recognized statistical rating organizations 
will be required by Rule 15c3-1(c)(2)(vi)(E) for the 
purpose of qualifying short term commercial paper of 
high quality for the reduced haircut treatment available 
thereunder. In order to implement this conclusion, the 
Commission has determined to amend Rule 15c3-1(c) 
(2)(vi)(E), to extend until September 1, 1977 the 
Commission’s previous amendment permitting the 
application of the haircuts specified therein to positions 
in short term paper bearing one rating in the three 
highest categories from a nationally recognized 
statistical rating service. This will provide a period of 
transition affording any issuers who have not yet 
obtained a second rating an ample opportunity to do so2 


Statutory Basis and Competitive Considerations 


Pursuant to the Securities Exchange Act of 1934, and 
particularly Sections 15(c)(3) and 23(a) thereof, 15 





8During the initial transitional period established with 
repsect to the two ratings requirement, which con- 
cluded at the end of calender 1976, all but one of the 
major commercial paper dealers launched and sub- 
stantially completed programs whereby their client 
commercial paper issuers obtained the requisite second 
rating. This additional transitional period is intended to 
enable all such dealers to complete their two ratings 
programs prior to the implementation of that standard. 


The Commission’s conclusion that it is appropriate to 
retain two ratings requirement of Section 240.15c3-1(c) 
(2)(vi)(E) necessarily proceeds from the Commission’s 
consideration of all relevant facts and circumstances, 
including the present division of that marketplace 
among regulated dealers and dealers exempted from 
registration and net capital regulation. See note 
supra. Should it appear at some later date that th 
structure of that marketplace or the nature of the 
participants therein has changed materially, the 
Commission would be willing to reconsider its present 
conclusion in light of such changed circumstances. 
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U.S.C. §§780(c)(3), 78w(a), the Commission amends 
section 240.15c3-1 in Part 240 of Chapter |! of Title 17 of 
the Code of Federal Regulations in the manner set forth 
below. The Commission finds that any burden imposed 
upon competition by these actions is necessary and 
appropriate in furtherance of the purposes of the Act, 
and particularly to implement the Commission’s 
continuing mandate under Section 15(c)(3) thereof, 15 
U.S.C. § 780(c)(3), to provide minimum safeguards 
with respect to the financial responsibility of brokers 
and dealers. 


Public Procedure and Effective Date 
The amendment to section 240.15c3-1 (c)(2)(vi)(E) must 


become effective on July 1, 1977 if the temporary 
qualified suspension it effects is to achieve its purpose 


of maintaining the presently applicable capital 
treatment of short term commercial paper, which 
treatment otherwise expires on that date. The 


Commission therefore finds that notice and public 
procedure respecting such amendment would be 
contrary to the public interest within the meaning of 5 
U.S.C. § 553(b)(3)(B)(1970). Furthermore, such amend- 
ment constitutes a substantive rule relieving a restric- 
tion within the meaning of 5 U.S.C. § 553(d)(1)(1970); 
therefore, publication thereof need not be made not 
less than thirty days before its effective date. 


Text of Amendment 


§ 240.15c3-1 Net capital requirements for brokers or 
dealers. 


(c) tk *& 
(2) se 
(vi) ke * 


(E) Commercial Paper, Bankers Acceptances and 
Certificates of Deposit. In the case of any short-term 
promissory note or evidence of indebtedness which has 
a fixed rate of interest or is sold at a discount, and 
which has a maturity date at date of issuance not 
exceeding nine months exclusive of days of grace, or 
any renewal thereof, the maturity of which is likewise 
limited and is rated in one of the three highest 
categories by at least two of the nationally recognized 
statistical rating organizations (provided that effective 
January 1, 1977 and until September 1, 1977, this 
paragraph shall be deemed to require only one such 
rating), or in the case of any negotiable certificate of 
deposit or bankers acceptance or similar type of 
instrument issued or guaranteed by any bank as de- 


fined in Section 3(a)(6) of the Securities Exchange Act 
of 1934, the applicable percentage of the market value 
of the greater of the long or short position in each of the 
categories specified below are: 


(1) less than 30 days to maturity—0 percent; 


(2) 30 days but less than 91 days to maturity—1/8 of 1 
percent; 


(3) 91 days but less than 181 days to maturity— “of 1 
percent; 


(4) 181 days but less than 271 days to maturity —3/8 of 
1 percent; 


(5) 271 days but less than 1 year to maturity—‘% of 1 
percent; and 


(6) With respect to any negotiable certificate of deposit 
or bankers acceptance or similar type of instrument 
issued or guaranteed by any bank, as defined above, 
having 1 year or more to maturity, the deduction shall 
be on the greater of the long or short position and shall 
be the same percentage as that prescribed in 
subdivision (c)(2)(vi)(A) above. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13636/June 16, 1977 


Regulation of Transfer Agents 
AGENCY: Securities and Exchange Commission. 
ACTION: Final rules. 


SUMMARY: The Securities and Exchange Com- 
mission, in order to facilitate the establishment of a 
national system for the clearance and settlement of 
transactions in securities under Sectidn 17A of the Se- 
curities Exchange Act of 1934, is adopting rules appli- 
cable to transfer agents. The rules are intended: (1) to 
assure that registered transfer agents perform their 
functions in a prompt and accurate manner; (2) to pro- 
vide early warning of inadequate transfer agent per- 
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formance; (3) to apply limitations on the expansion of 
transfer agent activities when transfer agents are 
unable to meet the performance time standards; (4) to 
assure prompt response to inquiries concerning the 
status of items presented for transfer; and (5) to require 
the maintenance and preservation of certain records 
necessary to monitor compliance with the proposed 
rules. 


EFFECTIVE DATES: Sections 240.17Ad-1; 240.17Ad-2 
(c), (d), (f), (g) and (h); and 17Ad-4: October 3, 1977. 
Sections 240.17Ad-2(a), (b) and (e); 17Ad-3; and 
17Ad-5 through 7: January 2, 1978. 


FOR FURTHER INFORMATION CONTACT: Harry F. 
Day, Assistant Director, Division of Market Regulation, 
Securities and Exchange Commission, Washington, 
D.C. 20549, (202-472-4515 or 202-755-8834). 


SUPPLEMENTARY INFORMATION: Notice is hereby 
given that the Securities and Exchange Commission 
(the ‘‘Commission’’) has amended Title 17, Chapter II, 
Part 240 of the Code of Federal Regulations to add 
Sections 240.17Ad-1, 240.17Ad-2, 240.17Ad-3, 240.17A 
d-4, 240.17Ad-5, 240.17Ad-6, 240.17Ad-7 (hereinafter 
‘adopted rules’’) under the Securities Exchange Act of 
1934 (the ‘‘Act’’), in particular Sections 2, 17, 17A and 
23(a) of that Act, 15 U.S.C. 78b, 78q, 78q-1 and 78w(a). 
In accordance with Section 17A(d)(3)(A)(i) of the Act, 
15 U.S.C. 78q-1(d)(3)(A)(i), the Commission consulted 
and requested the views of the Federal bank regulatory 
agencies at least fifteen days prior to this announce- 
ment. 


|. Introduction 


A. Background 


On May 12, 1976, the Commission published notice of 
proposed rules (‘‘draft rules’’) prescribing performance 
standards for registered transfer agents.' The Commis- 
sion received approximately 150 letters of comment on 
the draft rules, and those letters were carefully con- 
sidered in drafting revised rules. 





‘See Securities Exchange Act Release No. 34-12440 
(May 12, 1976); 9 SEC Docket 627 (May 25, 1976); 41 FR 
22595 (June 4, 1976) Comments were requested to 
be submitted by July 2, 1976, and that deadline was ex- 
tended to July 19, 1976 in Securities Exchange Act 
Release No. 34-12594 (July 2, 1976); 9 SEC Docket 1029 
(July 21, 1976); 41 FR 28798 (July 13, 1976). 
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On February 24, 1977, the Commission published re- 
vised rules for comment (‘‘proposed rules’’).2 The com- 
ment period ended April 13, 1977, and the Commission 
received 45 letters of comment. The rules adopted 
herein include a number of revisions (discussed below) 
made to the proposed rules in response to the sug- 
gestions of the commentators. 


B. The Purpose of the Adopted Rules 


The adopted rules are designed to protect investors and 
persons facilitating transactions by and on behalf of in- 
vestors and to contribute to the establishment of a 
national system for the prompt and accurate clearance 
and settlement of transactions in securities by: (1) 
assuring that the transfer agent community performs 
its functions in a prompt, accurate and more predict- 
able manner; (2) providing an early warning system to 
alert the transfer agent regulatory agencies*that a 
transfer agent is not meeting the performance 
standards, thereby enabling those agencies to take 
timely preventive and remedial measures to protect the 
public interest and investors; (3) precluding a transfer 
agent from expanding its transfer agent activities when 
it has been unable to comply with performance 
standards and, in the event of continued substantial 
performance failures, requiring such transfer agent to 
alert issuers of securities serviced by it of its per- 
formance failures; (4) assuring prompt response to 
inquiries concerning the status of items presented for 
transfer and to certain other inquiries, in order to better 
meet the needs of investors who deal with transfer 
agents, to promote more prompt identification of lost 
securities and to assist broker-dealers undergoing 
examination and seeking to comply with requirements 
relating to control of customer securities; and (5) pre- 
scribing recordkeeping and record retention require- 
ments to better enable transfer agents to monitor their 
own activities and to permit regulatory authorities to 
monitor transfer agent compliance with the adopted 
rules. 





?Securities Exchange Act Release No. 34-13293 (Feb. 
24, 1977); 11 SEC Docket 1818 (March 9, 1977); 42 FR 
12191 (March 3, 1977). 


3The appropriate regulatory agencies for transfer 
agents, which are set forth in Section 3(a)(34)(B) of the 
Act, 15 U.S.C. 78c(a)(34)(B), are the Office of the 
Comptroller of the Currency, the Board of Governors of 
the Federal Reserve System, the Federal Deposit In- 
surance Corporation and the Securities and Exchange 
Commission. 
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C. Effect on Rules of Self-Regulatory Organizations 


Several commentors questioned whether the Com- 
mission’s turnaround rules supersede similar rules im- 
posed by self-regulatory organizations which require, 
among other things, that transfer agents acting for 
certain listed issues effect turnaround within 48 hours. 
The adopted rules are not intended to and do not 
supersede any rules of self-regulatory organizations 
which impose more stringent performance standards 4 


D. Exemptions 


Under Sections 240.17Ad-4 transfers of certain se- 
curities and transfer agents in certain circumstances 
are exempt from parts of these rules. Under paragraph 
(a) of that section certain transfers are exempt from 
Sections 240.17Ad-2, 240.17Ad-3, and 240.17Ad-6(a)(1) 
through (7) and (11), but remain subject to Sections 
240.17Ad-1, 240.17Ad-4, 240.17Ad-5, 240.17Ad-6 
(a)(8), (9) and (10), (b) and (c) and 240.17Ad-7. Transfer 
agents who qualify for exemption under paragraph (b) 
of Section 240.17Ad-4 are exempt from Sections 
240.17Ad-2(a), (b), (c), (d) and (h), 240.17Ad-3 and 
240.17Ad-6(a)(2) through (7) and (11), but remain 
subject to Sections 240.17Ad-1, 240.17Ad-2(e), (f) and 
(g), 240.17Ad-4, 240.17Ad-5, 240.17Ad-6(a)(1), (8), (9) 
and (10), (b) and (c) and 240.17Ad-7. 


11. Discussion of the Adopted Turnaround Rules in 
Light of Comments Received 


A. Section-by-Section Discussion of the Adopted 
Rules 

Section 240.17Ad-1 Definitions 

Section 240.17Ad-1 defines salient terms used 


throughout the rules; familiarity with these definitions 
is essential to understanding the rules. 





“The rules usually mentioned in this connection are the 
New York Stock Exchange’s Rule 496 and the American 
Stock Exchange’s Rule 891. See 2 NYSE Guide (CCH) 
para. 2496 and 2 Am. Stock Ex. Guide (CCH) para. 
9681. Those rules and similar rules of other 
self-regulatory organizations were identified for review 
by the Commission pursuant to Section 31(b) of the 
Securities Acts Amendments of 1975 and currently are 
being examined in accordance with the procedures pro- 
vided in that section. Securities Exchange Act Release 
No. 13027 (December 1, 1976); 11 SEC Docket 1066 
(December 14, 1976); 41 FR 53473 (December 7, 1976). 


The basic unit for which turnaround times and other 
requirements are prescribed is an ‘‘item.’’ Section 
240.17Ad-1 defines ‘‘item’’ to mean the cerificates of a 
single issue of securities presented under one ticket, or, 
if there is no ticket (as is often the case with mail items 
from individuals), presented at one time by one pre- 
sentor. Several commentors noted that in the past a 
single submission by a depository (shipment control 
list) might include a very large number of individual 
transfer instructions. These commentors recommended 
that the term “item” be defined to mean each 
individual transfer instruction for certificates of a single 
issue of securities included within a single ticket. It 
appears that the depository concerned has recently 
implemented changes in its procedures, and that, as a 
result, each ticket (shipment control list) shall on the 
average contain 20 lines requiring the issuance of a 
total of 24 certificates. Although many of the shipment 
control lists will exceed this average, we have been 
assured that the upward variation in size will not be of a 
magnitude to create difficulties. Accordingly, the 
definition of ‘‘item’’ has not been changed. The 
definition also extends to items presented under a 
transfer agent custodian arrangement. Finally, the 
definition provides that, for an outside registrar, each 
certificate to be countersigned is an item. 


Section 17Ad-1(c) provides that an item is, in various 
circumstances described therein, ‘‘made available’ 
when it is dispatched or mailed. An item is considered 
dispatched when it leaves the premises at which 
transfer agent functions are performed and is sent to 
the receiving party or to a location from which it is to be 
picked up by the receiving party. For example, an 
outside registrar that received before noon an item sub- 
ject to the processing requirement of Section 
240.17Ad-2(b)(1) would make the item available when, 
on or before the opening of business the next business 
day, the item is being taken by a messenger to a 
clearing house for delivery to the transfer agent. An 
item is considered mailed either when it is delivered to 
the location from which it is collected by the U.S. Postal 
Service or when it is being delivered to the U.S. Postal 
Service. The term ‘‘made available’ has been amended 
to include the transfer agent’s forwarding to a pre- 
sentor, or other proper party, an item which has been 
returned to the transfer agent by an outside registrar. 


The term ‘‘transfer’’ is defined as the accomplishment 
off all acts necessary to cancel certificates presented 
and to issue new certificates, including performance of 
the registrar function, and to make the item available to 
the presentor. One commentor asked whether original 
issues are excluded from the definition of ‘‘transfer.’’ 
Public distributions, whether initial or secondary offer- 
ings, are not excluded from the term ‘‘transfer.’’ 
Nevertheless, the Commission recognizes that an un- 
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usual volume of transfers is often associated with public 
offerings, and a provision for offerings is included in 
subsection (i)(8)5 The second part of the definition of 
‘“*transfer’’ refers to the manner in which a transfer 
may be accomplished when a transfer agent maintains 
custody of securities under a transfer agent custodian 
program. The language ‘‘or complete registration of 
change in ownership of all or a portion of these se- 
curitigés’’ refers not to the function performed by the 
registrar but to the transfer and registration of owner- 
ship by book entry on the securityholder records when 
no certificates are issued. 


‘*Turnaround’”’ of an item is accomplished, in the case 
of a transfer agent that acts in the dual capacity of 
transfer agent and registrar with respect to that item, 
when the item is transferred. For other transfer agents, 
turnaround occurs when the item is made available to 
the outside registrar. 


Consideration was given to establishing a minimum 
time period within which items received from an 
outside registrar must be made available to the 
presentor. In the absence of any indication that this 
matter has been a source of delay, the Commission has 
required in Section 240.17Ad-2(f) that a transfer agent 
make such items available ‘‘promptly’’ to the 
presentor. In most circumstances, ‘‘promptly’’ would 
mean that any item received by a transfer agent from 
an outside registrar in mid-afternoon would be made 
available to the presentor by the close of business the 
same day. The Commission will monitor the time taken 
by transfer agents to make such items available to 
presentors and will propose a specific time requirement 
for this step should experience indicate that such a 
requirement is needed. 


For the purpose of measuring the performance of an 
outside registrar, the term ‘‘turnaround’’ does not 
apply; instead, the term ‘‘process’’ is used. An outside 
registrar is considered to have processed an item either 
when all acts necessary to perform the registrar 
function are completed and the item is made available 
to the presenting transfer agent or when the presenting 
transfer agent is advised why the registrar function for 
the item is delayed or may not be completed. 


The time period for turnaround or processing of an item 
begins when the item begins when the item is received 
by the registered transfer agent. Several commentors 
suggested that the time of ‘‘receipt’’ of an item be post- 
poned until it arrives in the very room in which transfer 
agent functions are performed. Most commentors, 





5See the discussion of Section 240.17Ad-1(i)(8) con- 
cerning the definition of ‘‘routine item’’ infra. 
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however, did not foresee a problem with the proposed 
definition. Accordingly, no change has been made, and 
“*receipt’’ occurs when an item arrives at the premises 
at which the transfer agent performs transfer agent 
functions. It will, therefore, be in the transfer agent’s 
interest to see that a received item is promptly for- 
warded from the mail room to the transfer department. 


Items received at a ‘‘window’’ or mail room at the 
premises at which the transfer agent performs transfer 
agent functions shall also be deemed to have been 
received by the transfer agent. However, items 
received at a ‘‘drop’’ or ‘‘window’’ maintained at a sig- 
nificant distance from the premises where the transfer 
agent performs its transfer agent functions usually 
would not be considered received for the purposes of 
Section 240.17Ad-2 upon arrival at such ‘“‘drop’’ or 
‘fwindow’’; such items would be considered received 
upon delivery to the premises where the transfer agent 
performs transfer agent functions.6Additionally, items 
presented for transfer but rejected at a ‘‘drop’’ or 
‘‘window’’ are not deemed to be received. 


Section 240.17Ad-1(h) defines the term ‘‘business 
day.’’ The second sentence of the proposed sub- 
paragraph has been moved to Section 17Ad-2(a). (See 
discussion infra.) 


The performance time standards of the turnaround 
rules apply to items that are considered ‘‘routine,’’ as 
defined by Section 240.17Ad-1(i). It should be noted 
that distinctions between ‘‘routine’’ and ‘‘non-routine”’ 
do not depend on whether an item is received through 
the mail. Transfer agents are, in effect, required to ex- 
amine uniformly all items received, regardless of the 
manner in which presented, to determine whether they 
are routine or non-routine. 


The first exclusion from ‘‘routine’’ in paragraph (i) 
refers to issues for which the transfer agent does not 
maintain a working supply of unissued certificates but 
requisitions them as needed from another source, such 
as the issuer; this practice is often required by muni- 
cipalities with respect to issues of municipal bonds. 
Some commentors recommended that the exclusion 
should be available to a transfer agent that has 
exhausted the supply of certificates it customarily 
retains in inventory, provided the transfer agent made 
a timely request for more certificates from the issuer. 





Sin this connection, it should be noted that Section 
240.17Ad-2(e) requires a transfer agent that receives 
items at a location other than the premises at which it 
performs transfer agent functions to have appropriate 
procedures to assure that the items are forwarded 
‘‘promptly’’ to the premises at which receipt will be 
deemed to occur. 


The availability of certificates cannot be controlled 
completely by the transfer agent. Nevertheless, the 
absence of an exclusion for such items from the 
definition of a routine item encourages the implemen- 


order procedures to insure the timely initiation of re- 
quests for new certificates. Diligent follow-up of these 
requests appears effective in most instances to insure 
the timely arrival of new certificates. When, however, 
these measures fail and a transfer agent’s performance 
is adversely affected by a delayed arrival of new certi- 
ficates, that factor may be asserted as a basis for 
exemptive relief from Section 240.17Ad-3. Moreover, 
transfer agents requisitioning new certificates may 
remind issuers and others of the obligations imposed 
upon transfer agents by these rules. 


@ ( ye of effective inventory control and efficient re- 


Under the adopted rule, legal items are not necessarily 
‘‘non-routine.’’ Several commentors recommended 
that all items accompanied by certified corporate re- 
solutions be deleted from the definition of ‘‘routine.’’ 
Since it appears that most certified corporate re- 
solutions follow standard forms and are found 
acceptable for transfer, no change has been made in 
Section 240.17Ad-1(i)(4). As a result, if a legal item re- 
quires no more than a review of the supporting docu- 
mentation listed in subsection (i)(4) (that is, ‘‘assign- 
_ments, endorsements or stock powers, certified cor- 
porate resolutions,. ...’’), the item would be con- 
sidered routine. If that review, however, raised the 
‘@ need to obtain additional documentation, an opinion of 
counsel or other matter listed in subsection (i)(3), the 
item would be considered ‘‘non-routine.”’ 


In response to comments, subsection (6) has been 
amended to exclude from coverage as a routine item 
any warrant, right or convertible security presented for 
transfer of record ownership within five (increased from 
two) business days before exercise or conversion 
privileges either lapse or change. The word ‘‘change’’ 
was added to bring within the scope of subsection (6) 
securities which have multiple or step-down conversion 
dates. A new subsection (7) has been added to exclude 
from coverage as a routine item any warrant, right, or 
convertible security presented for exercise or conver- 
sion. 


Proposed subsection (i)(7), which excluded from the 
definition of routine item a security of an issue whose 
outstanding amount was increased by 25% or more 
within the previous 15 business days in a public 
offering of securities registered under the Securities 
Act of 1933, was intended to provide temporary relief 


q 6 from the 90%-three day turnaround requirement in 


light of the acute volume of transfers which occur im- 
mediately after a public offering of a substantial 
amount of securities. Since the amounts of outstand- 
ing securities vary so widely among issuers, the deter- 
mination of a percentage breakpoint for the size of an 


offering that would qualify the issue for temporary 
nonroutine treatment has not proved feasible. Instead, 
subsection (i)(8) as adopted permits temporary 
non-routine treatment provided the registered offering 
is ‘‘not of acontinuing nature.’’ To the extent the offer- 
ing is made in the form of employee stock option 
purchases, or is otherwise an offering which continues 
over a period of time, items containing securities of the 
issue are routine under subsection (i) (8). 


Nevertheless, although such items are temporarily 
deemed non-routine, transfer agents are reminded that 
Section 240.17Ad-2(e) requires that non-routine items 
be given diligent and continuous attention and turned 
around as soon as possible. 


Some commentators suggested that the definition of 
‘routine item’’ exclude securities of an issue for which 
the transfer agent recently assumed the responsibility 
for performance of transfer agent functions from 
another transfer agent. These commentators believed 
that in such circumstances the records may be in dis- 
array and require an extensive period before they are 
properly arranged. Because the turnaround rules do not 
address the updating of securityholder records (except 
in the circumstance in which a transfer agent acts as 
custodian of the securities), and since changes in 
transfer agents are carefully timed to avoid any delay in 
effecting transfers, the suggested addition to the de- 
finition of routine item has not been made. 


Section 240.17Ad-2 
warding of items 


Turnaround, processing and for- 


Paragraph (a) of Section 240.17Ad-2 sets forth the basic 
requirement that transfer agents (except when acting 
as outside registrars), with regard to at least 90% of 
routine items received during any month, must 
perform their functions (‘‘turnaround’’ such items) 
within three business days of the items’ receipt. 
Paragraph (a), as proposed, has been amended by 
adding the second sentence from proposed Section 
17Ad-1(h) (the definition of business day) which es- 
tablishes a noon-to-noon cutoff for items received that 
are subject to paragraph (a).’ 





7The sentence in question provides that items received 
at or before noon on a business day shall be deemed to 
have been received at noon on that day, and that items 
received after noon on a business day, on a weekend or 
on a holiday shall be considered as received at noon on 
the next business day. For example, this provision, 
operates as follows: An item received at 11:00 a.m. ona 
Monday that is not a holiday would be considered as re- 
ceived at noon on that day and, assuming none of the 
intervening days are holidays, would have to be turned 
around by noon on Thursday. Assuming either one of 
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As proposed, paragraph (b), which pertains to a trans- 
fer agent when acting as an outside registrar, required 
that at least 90% of all items received during any month 
at or before noon on any business day be processed by 
the close of business that day. That paragraph, as 
adopted, requires the processing to be completed by 
the opening of the next business day. This change was 
made in recognition of the geographical distances that 
must be traversed in some parts of the nation in order 
to deliver completed registrar items to the transfer 
agent. Although the Commission is aware that a 
number of outside registrars both process and deliver 
most of their items in two to five hours and encourages 
them to continue to do so, geographic considerations 
make such a standard unrealistic for much of the 
nation. The provision requiring that at least 90% of all 
items received after noon on any business day be pro- 
cessed by noon of the next business day has not been 
changed. Certain items are excluded from the term 
“‘items received’’ in paragraph (b) in order to remove 
items which may present special difficulties from the 
processing time requirements. 


Several commentors recommended that the turnaround 
standard which is three business days when an outside 
registrar is utilized should be increased to four business 
days when the transfer agent is acting in a dual capacity 
to allow additional time for performance of the registrar 
function. Because there has been a widespread ac- 
ceptance of the proposal that the maximum time a 
transfer agent acting in a dual capacity should take to 
turnaround and process items is three business days, 
no adjustment to the three business day standard in 
Section 240.17Ad-2(a) has been made in the adopted 
rule. Transfer agents are encouraged to do better than 
this standard when possible. The Commission intends 
to monitor carefully the perform of transfer agents in a 
single capacity with a view to determining whether the 
turnaround standard for items sent to an outside reg- 
istrar should be reduced to two business days. 





the intervening days or Thursday is a holiday, the item 
would have to be turned around by noon of the 
following business day (Friday). An item received on a 
Friday afternoon, or received on a weekend, would be 
considered as received at noon on Monday and, 
assuming the intervening weekdays are business days, 
would have to be turned around by noon of the 
following Thursday. An item received on a Tuesday 
that is a holiday would be considered as received at 
noon on Wednesday (provided that Wednesday is not a 
holiday) and, assuming the intervening weekdays are 
business days, would have to be turned around by noon 
on Monday. Again, if the day for receipt or 
accomplishment of turnaround is not a business day, 
then the time of receipt or the deadline for turnaround 
would be noon of the next business day. 
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Commentors suggested that in the case of debt se- 
curities for which the bond registrar is not also the 
trustee or the authenticating agent and the authen- 
ticating agent maintains and updates securityholder 
records (such as, for example, when the authenticating 
agent registers the payment of interest), the turn- 
around standard should be increased to one business 
day. In such circumstances, the authenticating agent is 
not acting solely as a processor of items but is also per- 
forming ‘‘transfer’’ functions (in the equity sense), and 
the adopted rules adequately provide for this situation. 
In the above example, the authenticating agent would 
be permitted three business days to accomplish the 
transfer and registration of the ownership of the 
interest coupons. 


Paragraph (c), as proposed, has been restated as para- 
graphs (c) and (d). Paragraphs (c) and (d), as adopted, 
prescribe a notice requirement for transfer agents 
which, during any month, fail to comply with the per- 
formance standards of paragraphs (a) and (b) respec- 
tively.8 The information required in such notice is in- 
tended to inform the regulatory authorities of the extent 
to which the reportng transfer agent has failed to meet 
the turnaround requirements and to alert those 
authorities of the need for monitoring the transfer 
agent’s performance and of the possible need for 
supplementing the limitations under Section 240.17 
Ad-3 with remedial action’ In order to better facilitate 
prompt responses by the appropriate regulatory agen- 
cies to requests for exemption from Section 
240.17Ad-3, the adopted rule requires that the notice 
pursuant to Section 240.17Ad-2(c) include a statement 
of the number of routine items, aged in increments of 





8Section 240.17Ad-3, discussed infra, prescribes certain 
limitations that are applied to transfer agents which, 
because of continued failure to meet the performance 
standards, are required to file notices repeatedly. 


°Repeated failure to perform at the level prescribed by 
Section 240.17Ad-2(a) and (b) requires filing notices 
with the regulatory authorities and, if continued, 
application of limitations on the expansion of the 
transfer agent’s business until the agent can 
demonstrate an ability to meet the standards. During 
this time, the regulatory authorities can monitor the 
transfer agent’s performance to determine whether to 
initiate, under Sections 17A(c)(3)(A), 17A(d) and 21(d) 
of the Act, 15 U.S.C. 78q-1(c)(3)(A), 78q-1(d) and 
78u(d), administrative or civil action which may lead to 
the imposition of a remedial sanction upon, or the 
enjoining of, the transfer agent. Of course, an 
intentional failure to comply with the requirements of 
any of the rules may constitute a criminal violation of 
the Federal securities laws (Section 32(a) of the Act, 15 
U.S.C. 78ff(a)). 











one business day, which on the last business day of the 
month have been in the transfer agent’s possession for 
more than four business days. A similar provision for 
unprocessed registrar items has been incorporated into 
paragraph (d) as adopted. 


he written notice under proposed Section 240.17Ad-2 
(c) has been changed in adopted Section 240.17Ad-2(c) 
and (d) to require that notices be filed with the Com- 
mission and the appropriate regulatory agency, if it is 
not the Commission, within ten business days after the 
end of the month instead of sent to regulatory agencies 
within six business days after the end of the month. 
Some commentors had suggested that more time be 
allowed for transfer agents to compute their 
performance for a given month (the disposition of items 
received on the last business day of a month will not be 
known until three business days following the end of 
that month). In addition, a requirement that notices be 
filed with an agency would be consistent with 
requirements imposed in other areas when reports or 
other materials are required. The date on which the 
notice is actually received by a regulatory agency is 
considered the date of filing thereof.'° 


Section 240.17Ad-2(e) (formerly paragraph (d)) pro- 
vides that the 10% of routine items not required to be 
turned around or processed within the time periods 
established by Section 240.17Ad-2(a) and (b) must be 


% Oi: around or processed ‘‘promptly’’; in the case of 


transfer items, under usual circumstances, ‘‘promptly’’ 
would be within one additonal business day and, in the 
case of registrar items, by the end of the business day 
following the day of receipt. Paragraph (e) also requires 
that all non-routine items must receive diligent and 
continuous attention and must be turned around as 
soon as possible. 
Section 240.17Ad-3 Limitations on Expansion 

This rule sets forth the consequences which auto- 
matically attach to a transfer agent’s failure on a con- 
tinuing basis to meet the prescribed performance 
standards. The limitations are designed to maintain the 
status quo so that a transfer agent can bring its 
performance into compliance with the rules. The limita- 
tions are not intended to be a penalty for failure to meet 
the turnaround standards. In addition, it should be 
noted that the application of limitations does not 
preciude the institution of administrative, civil or 
criminal (if the violation is willful) proceedings if 





047 CFR 240.0-3. Transfer agents that are banks 
should note that the notices pursuant to Section 
240.17Ad-2(c) and (d) must be filed with both their 
appropriate Federal bank regulator and the Com- 
mission. 


necessary to protect investors and persons facilitating 
transactions by and acting on behalf of investors. 
Paragraph (a) applies limitations to transfer agents who 
fail for each of three consecutive months to meet the 
90% turnaround or processing standards of paragraphs 
(a) or (b) of Section 240.17Ad-2 (and who therefore are 
required to file monthly notices under paragraphs (c) or 
(d) of that section). The limitations attach on the fifth 
business day following the end of the third consecutive 
month in which a notice was required by Section 
240.17Ad-2(c) or (d) and remain in effect for at least 
three consecutive months thereafter. The rule as pro- 
posed provided that limitations would apply for six 
consecutive months, but upon further consideration it 
appears that a term of three consecutive months will 
provide a sufficient period of time for a transfer agent 
to demonstrate its ability to meet the performance 
standards. 

It should be noted that paragraphs (a) and (b) of 
Section 240.17Ad-3 would apply to a transfer agent 
which, for example, failed for two consecutive months 
to turnaround within three business days 90% or more 
of routine items received (as required by Section 
240.17Ad-2(a)) and then in the third consecutive month 
failed to process within the specified time frames 90% 
or more of items received as outside registrar (as 
required by Section 240.17Ad-2(b)). Similarly, if a 
transfer agent during a month failed to turnaround 
within three business days 75% or more of its routine 
transfer items and in the next month failed to process 
timely 75% or more of its outside registrar items, 
paragraph (b) of Section 240.17Ad-3 would attach on the 
fifth business day following the end of the second 
month. 


During the three month limitations period, a transfer 
agent may not begin to perform a transfer agent activity 
for issues for which it does not perform, or is not under 
agreement to perform, transfer agent activities before 
the fifth business day (the ‘‘limitations date’’). 
Similarly, after the limitations date, a transfer agent 
may not begin to perform for issues for which it 
performs a transfer agent function prior to the 
limitations date any new transfer agent function or 
activity which the transfer agent does not perform, or is 
not under agreement to perform, prior to the limitations 
date. Section 240.17Ad-3 does not preclude a transfer 
agent who has agreed to act in a new capacity prior to 
the attachment of the limitations provision from carry- 
ing out the terms of the agreement. "' 





"Thus, atransfer agent who, prior to the application of 
limitations, is under agreement to act as a dividend dis- 
bursing agent for an issue (even though the dividend 
disbursing activity does not begin until after the 
limitations are applied) would be permitted by 
subparagraphs (a)(1) and (2) to act as dividend 
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Once the limitations are applied, whether because of 
failure to comply with Section 240.17Ad-2(a) or Section 
240.17Ad-2(b) or both, they remain effective until the 
transfer agent’s performance has meet the standards of 
both paragraphs (a) and (b) of that section for three 
consecutive months, i.e., 90% or more of accountable 
transfer agent and registrar items are each turned 
around or processed within the prescribed periods of 
time for each of three consecutive months. 


A few persons commented that limitations on new 
transfer agent business should not attach to transfer 
agent activities which, in their view, the Commission 
does not regulate, such as dividend disbursements. 
Adopted Section 240.17Ad-3(a) does not reflect this 
view. The rationale for the limitations provision is that 
it is not in the public interest or consistent with the pro- 
tection of investors for a transfer agent which is unable 
to perform its current obligations in a timely manner to 
take on additional responsibilities. Moreover, the 
Commission’s rulemaking authority (Section 17A(d)(1) 
of the Act) is not circumscribed by the functions which 
are provided elsewhere as the precedents for 
registration. Indeed, an unnecessarily restrictive view 
of the Commission’s rulemaking authority could well 
impede the Commission’s efforts to provide necessary 
or appropriate regulations for transfer agents in the 
broader context of the establishment of a national 
system for the prompt and accurate clearance and 
settlement of securities transactions. For example, a 
transfer agent that is unable to meet the performance 
time requirements for transfers but which nevertheless 
was permitted to begin a new activity such as dividend 
disbursing could necessarily be diverting resources to 
that new activity at the time the performance standards 
for transfers were not being met. 


Some commentors recommended that the limitations 
under Section 240.17Ad-3 should not attach until after a 
reasonable ‘‘appeal’’ period. Since the limitations 
perios does not commence after a single month of 
failure to perform but rather after several months of 
operating below the minimum standard, the Com- 





disbursing agent for that issue. In contrast, if the 
agreement to perform a new activity for an issue, such 
as disbursing dividends, were not signed until the fifth 
business day after the end of the month, i.e., after the 
limitations become effective, the transfer agent would 
be prohibited from initiating that, or any other, new 
function or activity for that issue. 


The attachment of limitations would not prevent a 
transfer agent from acting for new series of bonds (of 
the open-end indenture) issued after the limitations 
date, provided that transfer agent acted in the same 
capacity for the bonds before the limitations date. 
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mission believes that a transfer agent will have 
sufficient advance notice before the application of 
limitations becomes effective to begin preparing an ex- 
emption request for submission to the appropriate 
regulatory agency. 


Paragraph (b) describes limitations which attach to a 
transfer agent that is unable for each of two consecutive 
months to process at least 75% of the accountable items 
under Section 240.17Ad-2(a) or(b). Paragraph (b) 
applies the limitations of paragraph (a), discussed 
above, and also requires the transfer agent to notify the 
chief executive officer of each issuer of each issue 
serviced by the transfer agent (including the chief 
executive officer of an issuer that acts as its own 
transfer agent) that performance has fallen below the 
75% standard. 


Transfer agents are allowed 20 business days before 
notice must be made to issuers; the additional 15 
business days beyond the day limitations are applied 
may be used by the transfer agent to apply to its 
appropriate regulatory agency for relief upon grounds 
that the failure to perform was caused, in significant 
part, by circumstances beyond the transfer agent’s 
control.’ Applications for relief should be well-docu- 
mented and contain a thorough presentation -as to why 
and how circumstances beyond the transfer agent’s 
control caused its performance to fall below the 
standards each month. Ordinarily, the presentation 
should show that the transfer agent’s performance 
would have satisfied the minimum standard but for the 
circumstances beyond its control. When an exemption 
is sought because of a failure to meet the turnaround 
standards of Section 240.17Ad-2(a), the transfer agent 
should include with its request for an exemption 
information as to the age of routine items not turned 
around timely. 


The filing of arequest for an exemption, however, does 
not toll the effective date of the application of 
limitations, but the appropriate regulatory agency will 
make every effort to act promptly on the request for 
exemption. The appropriate offices to contact are as 
follows: (A) for a transfer agent registered with the 
Comptroller of the Currency, the Deputy Comptroller 
for Trust Operations, Office of the Comptroller of the 
Currency, Washington, D.C. 20219; (B) for a transfer 
agent registered with the Board of Governors of the 
Federal Reserve System, the Secretary, Board of 
Governors of the Federal Reserve System, Washington, 





'2Section 17A(c)(1) of the Act, 15 U.S.C. 78q-1(c)(1), in 
relevant part, empowers the appropriate regulatory 
agency to exempt under certain circumstances transfer 
agents registered with it from any rule or regulation 
imposed pursuant to Section 17A of the Act. 
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D.C. 20551, (C) for a transfer agent registered with the 
Federal Deposit Insurance Corporation, the Director, 
Division of Bank Supervision, Federal Deposit 
Insurance Corporation, 550 17th Street, N.W., 
Washington, D.C. 20429; and (D) for a transfer agent 
registered with the Securities and Exchange 
Commission, the Office of Securities Processing 
Regulation, Division of Market Regulation, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. 


The application of limitations under paragraphs (a) and 
(b) may operate cumulatively so that, for example, a 
transfer agent that performs at the 80% level for two 
months, and then at the 70% level for the next two 
months, would become subject to the application of 
paragraph (a) at the end of the third month and would 
become subject to the additional requirement of para- 
graph (b) (notices to issuers) at the end of the fourth 
month. 


Section 240.17Ad-4 Applicability of Sections 240.17 
Ad-2, 240.17Ad-3 and 240.17Ad-6(a)(1) through (7) and 
(11) 


In response to comments received on the initial and the 
revised proposed rules, the Commission has 
determined that the turnaround rules shall not apply to 
redeemable securities of investment companies 
registered under Section 8 of the Investment Company 
Act of 1940, 15 U.S.C. 80a-8. It appears that the 
transfer agent activities performed for those securities 
involve for the most part the redemption of fund shares 
and that the redemption of shares is significantly 
different from the transfer of ownership of stocks and 
bonds on issuer’s records.'? Moreover, that activity is 
subject to Section 22(e) of the Investment Company Act 
of 1940, 15 U.S.C. 80a-22(e). Therefore, paragraph (a) 
provides that Sections 240.17Ad-2, 240.17Ad-3 and 
240.17Ad-6(a)(1) through (7) and (11) do not apply to 
the issuance, redemption or transfer of redeemable 
securities issued by investment companies registered 
under Section 8 of the Investment Company Act of 
1940.'* The exemption was amended to include also re- 
deemable securities of registered unit investment 
trusts. 





The amount of certificated fund shares is relatively 
small, and the amount of transfer agent activity in con- 
nection with transferring ownership of certificated 
shares represents a very small part of atransfer agent’s 
activity with regard to an open-end investment 
company. 


The turnaround rules do apply to registered transfer 
agents performing transfer agent functions for secu- 
rities issued by closed-end investment companies. 


Lastly, the exemptions of paragraph (a) have been 
expanded to include the transfers and withdrawals of 
shares from dividend reinvestment plans, which also 
require procedures significantly different from the 
procedures required to transfer ownership of stocks and 
bonds. 


Approximately 2,400 transfer agents have registered 
with either the Commission or one of the bank 
regulatory authorities. Information on Forms TA-1 
received at the time of those registrations indicates that 
the level of transfer activity varies widely among 
registered transfer agents. In view of the fact that the 
number of transfers performed by many transfer agents 
is relatively small and involves issues which are not 
traded actively, the Commission has determined that it 
is not necessary or appropriate at this time to require 
those transfer agents to comply with the minimum 
performance standards and certain recordkeeping 
provisions. Accordingly, paragraph (b) of Section 
240.17Ad-4 exempts from Sections 240.17Ad-2(a), (b), 
(c), (d) and (h), 240.17Ad-3 and 240.17Ad-6(a)(2) 
through (7) and (11) any registered transfer agent that 
receives within any six consecutive months with respect 
to all issues serviced fewer than 500 items for transfer 
and fewer than 500 items for processing provided the 
transfer agent files with its appropriate regulatory 
agency within ten business days of the close of the 
sixth such month the notice described in the 
paragraph.'> Additionally, the notice is required to be 
filed only with the transfer agent’s appropriate 
regulatory agency.'6 





'SEor example, a transfer agent which received during 
the previous six months 499 items for transfer and 499 
items for processing (in its capacity as an outside 
registrar) would, upon timely filing of the required 
notice with its appropriate regulatory agency, be 
exempt from the enumerated sections. 


Section 17(c)(1) of the Act, 15 U.S.C. 78q(c)(1), among 
other things, requires every transfer agent which files a 
notice with the Board of Governors of the Federal 
Reserve System, the Comptroller of the Currency or the 
Federal Deposit Insurance Corporation to file a copy of 
such notice with the Securities and Exchange Com- 
mission. The Securities and Exchange Commission and 
the Federal bank regulatory agencies have developed 
procedures pursuant to which the Federal bank 
regulatory agencies will transmit a copy of any notice 
under Section 240.17Ad-4(b) filed with them to the 
Securities and Exchange Commission. Accordingly, 
such filings with the appropriate regulatory agency by 
transfer agents for which the Securities and Exchange 
Commission is not the appropriate regulatory agency 
will constitute filings with the Securities and Exchange 
Commission for purposes of Section 17(c)(1) of the Act. 
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The transfer and processing time standards of Section 
240.17Ad-2(a) and (b) always apply together to a 
transfer agent not qualifying for an exemption under 
Section 240.17Ad-4(b). Conversely, neither paragraph 
2(a) nor 2(b) applies to a transfer agent which does 
qualify for the exemption. Thus, to qualify for the 
exemption, the number of items received for transfer in 
a six month period must be fewer than 500, and the 
number of items received for processing in a six month 
period must be fewer than 500. 


The operation of Section 240.17Ad-4(b) may be illus- 
trated as follows. If a transfer agent receives 500 or 
more items for transfer in a six month period and in the 
same period receives less than 500 items for 
processing, the transfer agent is not eligible for the 
exemption provided by Section 240.17Ad-4(b). 
Similarly, if a transfer agent receives for processing 500 
or more items in a six month period and receives for 
transfer less than 500 items in that period, the transfer 
agent remains subject to Sections 240.17Ad-1 through 
r 


Paragraph (c) sets forth the conditions under which a 
transfer agent loses its exemption under paragraph (b). 
The last sentence of paragraph (c) requires that a 
transfer agent, which previously was exempt and 
thereafter has a volume of activity that removes the 
exemption, remain subject to the performance 
standards for six consecutive months before again 
qualifying for an exemption. This provision is intended 
to relieve both a transfer agent and the appropriate 
regulatory authority from the administrative burden 
that would be imposed when a transfer agent’s volume 
of activity fluctuates around the exemption breakpoint. 


One commentor asked whether Section 240.17Ad-4 
applies to transfer agents that do not issue and cancel, 
or act as registrar for, certificates but which only 
update and maintain the securityholder records 
(Section 3(a)(25)(C), 15 U.S.C. 78c(a)(25)(C)). Section 
240.17Ad-2 is not intended to apply to a transfer agent 
in those circumstances and, accordingly, the notice 
requirement of Section 240.17Ad-4 is also inapplicable. 


Transfer agents which qualify for an exemption under 
Section 240.17Ad-4 are not required thereafter to file 
additional notices for subsequent six month periods. 
The exemption remains effective until such transfer 
agent receives during a six month period 500 or more 
items for transfer or processing. 


It should be noted that transfers of securities exempted 
under Section 240.17Ad-4(a) from certain provisions of 
these rules remain subject to Sections 240.17Ad-1; 
240.17Ad-4; 240.17ad-5; 240.17Ad-6(a)(8), (9) and (10), 
(b) and (c); and 240.17Ad-7. In addition, transfer 
agents exempt under Section 240.17Ad-4(b) from 
certain provisions of these rules remain subject to the 
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sections listed above, as well as to Sections 
240.17Ad-2(e), (f) and (g) and 240.17Ad-6(a)(1). 


Section 240.17Ad-5 Written inquiries 


This rule sets forth the obligation of transfer agents t 
respond within prescribed time frames to inquiries 
which fall within the rules. Paragraphs (a) through (d) 
of the section are intended to cover four separate cir- 
cumstances in which various persons make written 
inquiry about the transfer agent’s performance of the 
transfer function. The information which the inquirer 
must present is the type of information that in practice 
is given to a transfer agent and is found sufficient to 
enable the agent to identify the account involved and 
the item presented. Nevertheless, a transfer agent that 
is able to respond within the requisite time frames to an 
inquiry even though it falls outside of the parameters of 
Section 240.17Ad-5 is encouraged to make every effort 
to do so, particularly when the inquirer is not a pro- 
fessional in the securities business. 


Paragraph (a) is written for ‘‘any person’’ who inquires 
in writing about the ‘‘status of . . . [his] item presented 
for transfer within the preceding six months.’’ The 
status of the item on the transfer agent’s books does not 
determine whether the inquiry falls under this 
paragraph of the rule; the status of the item on the 


presentor’s books is the determinative factor. 
transfer agent is required to respond, orally or i 


writing, within five business days after receiving the 
inquiry. For example, a written inquiry received on a 
Monday which is a business day must, assuming the 
intervening weekdays are business days, be responded 
to by close of business the following Monday. 
Paragraph (a) of the rule also indicates that if a new 
certificate is dispatched or mailed to the presentor 
withinfive business days following receipt of the 
inquiry, a response is not required. However, if the 
item is made available to the presentor by other means 
(i.e., it is awaiting pick-up), the transfer agent is 
required to notify the presentor that the item is 
available. 


Paragraph (b) is written to complement existing 
Section 240.15c3-3(c)(3) (17 CFR 240.15c3-3(c)(3)) 
(regarding a broker-dealer’s control of customer 
securities) and Section 240.17a-13(b)(3) (17 CFR 
Section 240.17a-13(b)(3)) (regarding quarterly security 
counts by broker-dealers). Paragraph (b) applies when 
a broker-dealer requests in writing that a registered 
transfer agent either confirm the agent’s possession of 
a security previously presented for transfer by the 


broker-dealer or revalidate a window ticket for in S 
security. The transfer agent is required to respond in 


writing within five business days, giving the required 
information. No written response is required if the 
transfer agent, within five business days following re- 
ceipt of the inquiry, dispatches or mails the new 











certificate to the presentor or notices the presentor that 
it is available for pick-up. One commentor requested 
that the phrase ‘‘revalidate a window ticket’’ be 
defined. The Commission understands the phrase to 
have a generally accepted meaning in the industry” 
and accordingly believes that the phrase need not be 
defined in the rule. 


Transfer agents whose response to an inquiry made 
under paragraphs (a) or (b) is that the security either 
was never received or was returned previously to the 
presentor should be aware of the requirements for re- 
porting of lost, missing or stolen securities pursuant to 
Section 240.17f-1 (17 CFR 240.17f-1). Similarly, other 
persons who are reporting institutions under that 
section should be aware of their reporting responsibility 
upon receipt of such information from a transfer agent. 


Paragraph (c), although applicable to ‘‘any person,”’ is 
designed primarily for a broker-dealer which is 
performing or undergoing a securities positions 
examination. Accordingly, this paragraph refers to a 
written request that a transfer agent ‘‘confirm posses- 
sion of a certificate as of a given date.’’ Several 
commentors recommended that the paragraph should 
require that the date specified for confirmation be 
within thirty days of the date the inquiry is received, 
because an open-ended ‘‘as of’’ date could in some 
cases impose a substaniial burden upon a transfer 
agent. The paragraph has been modified to limit its 
application to an inquiry that was received not more 
than thirty days after the date specified for con- 
firmation. In addition, to insure that the person 
inquiring about the account has proper authority to do 
so, the paragraph has been modified to provide that it 
applies only to inquiries from a person or someone 
acting on behalf of the person whose account is in- 
volved. Moreover, the alternative of making available 
the certificate in question is not provided since, in most 
cases, the paragraph applies to confirmation activities 
by auditors of broker-dealers and will usually relate to a 
certificate already transferred. 


Reference to a fee in paragraphs (c) and (d) was made 
in recognition of the current practice of some transfer 
agents of charging a fee for supplying the specific 
historical data described in those paragraphs and to 
confirm that those paragraphs are not intended to affect 
that established practice. Neither paragraph affir- 
matively requires the charging of a fee nor conditions 
the response to a request made thereunder on the time 





"A transfer agent is requested to ‘‘revalidate a window 
ticket’’ when the presentor desires acknowledgement 
in some appropriate fashion (e.g., by time-stamping 
again acopy of the window ticket) that the item is in the 
transfer agent’s possession pursuant to the presentor’s 
transfer instructions. 


any such fee is paid, although a transfer agent may 
require assurance that payment will be received. 
Several commentors suggested that Section 240.17Ad- 
5(c) and (d) be modified to allow a transfer agent either 
to charge fees in advance of responding to written 
inquiries or to delay responding thereto until payment 
has been received. As the rule is adopted, a transfer 
agent may follow a practice of seeking written 
assurance of payment if he wishes. In this case, the 
time periods in paragraphs (c) and (d) would run from 
the date assurance of payment is received. 


Several commentors recommended that rather than 
require the transfer agent to provide historical data ar- 
ranged to show the status of an account as of a parti- 
cular date, the transfer agent should be permitted to 
provide the inquirer with sufficient historical informa- 
tion about the activity in the account to enable the 
inquirer to reconstruct the certificates outstanding in 
his account as of the date specified in the request. Since 
the latter was the intention of paragraph (c), the 
language of Section 240.17Ad-5(d) has been amended 
accordingly. 


No provision was made in the proposed rules for an 
inquiry or request which does not meet the 
requirements of Section 240.17Ad-5(a) through (d). The 
Commission has, therefore, proposed Section 240.17 
Ad-5(e) in a release published today. 


Section 240.17Ad-6 Recordkeeping provisions 


The recordkeeping (Section 240.17Ad-6) and record 
retention (Section 240.17Ad-7) requirements are 
intended to serve a dual purpose: (1) to assure that all 
registered transfer agents are maintaining the 
minimum records necessary to monitor and keep 
adequate control over their own performance; and (2) to 
permit the appropriate regulatory authorities to 
examine registered transfer agents on an historical 
basis for compliance with applicable rules. 


The recordkeeping rules are flexible with respect to the 
form in which most records must be kept. Paragraph 
(a)(1) requires that ‘‘a receipt, ticket, schedule, log or 
other record’’ be kept showing the business day (that 
is, the year, month and day as determined under 
Section 240.17Ad-1(h)) on which each routine and 
non-routine item is received from a presentor or outside 
registrar and is made available to such persons. For 
example, many transfer agents preserve the tickets 
accompanying items, and such tickets, if stamped with 
the required information, would comply with this rule. 
A transfer agent that uses a batch method for handling 
transfer items would use an ‘‘other record’’ referred to 
in the paragraph by recording the required information 
for each batch of items. 
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Paragraph (a)(2)(i)(B) as proposed has been restated as 
paragraphs (a)(2)(ii) and (iii) to clarify the requirement 
that the records showing turnaround of routine items 
for each month distinguish clearly between routine 
items turned around within three business days of 
receipt and routine items turned around after three 
business days of receipt. 


Some commentors suggested deleting the portions of 
paragraphs (a)(2)(vi) and (vii) (proposed paragraphs 
(a)(2)(ii) and (iii)) which require a transfer agent to 
maintain, as of the last business day of each month, a 
record of aged routine and non-routine items. As 
previously stated, the Commission believes that such 
logs are desirable controls for every registered transfer 
agent which turns around, transfers or processes 
securities and, hence, has determined to retain the pro- 
visions, with two changes. Paragraph (a)(2)(vi) has 
been modified to require that the log of routine items 
set forth the number of routine items in the transfer 
agent’s possession which, as of the close of business on 
the last business day of each month, have been in its 
possession for more than four business days (not three 
as previously proposed). Since 90% of routine items 
must be turned around in three business days, and 
since the balance should be turned around by the fourth 
business day, a transfer agent normally should not have 
on the last business day of a month five-day old routine 
items to enter on the log. If the agent does, however, 
the necessity to make entries on this log will alert the 
transfer agent to its inadequate performance, as well as 
assist the regulatory agencies to gauge better the 
degree of the difficulties being experienced by transfer 
agents who apply for an exemption from the limitations 
provisions of Section 240.17Ad-3. It should be noted 
that the log of aged routine items is required without 
regard to whether a transfer agent turned around more 
or less than 90% of routine items received during the 
month. 


Paragraph (a)(2)(vii) has been modified from the form 
in which it was proposed previously to eliminate the 
requirement that the record of non-routine items in a 
transfer agent’s possession as of the last business day 
of each month contain the age of each non-routine item; 
as modified, the paragraph requires only that the num- 
ber (and not the age) of such items be recorded.'® 


Paragraph (a)(3) (previously proposed Section 
240.17Ad-6(a)(7)) does not require an outside registrar 





'8Both of the logs required by paragraphs (a)(2)(ii) and 
(iii) are cumulative; that is, any item reflected on the 
previous month’s log which is still in the registered 
transfer agent’s possession as of the last business day 
of the next month must be shown on the current 
month’s log. It is expected, however, that no transfer 
agent will have any routine item in its possession for 
such a length of time. 
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to track each item individually, but rather requires an 
outside registrar to keep a record showing for each 
month the total number of items which were received 
for processing, the number which were processed 
within the time frame specified in 





Section 
240.17Ad-2(b) and the number which required more 


than the specified time for processing. 


Paragraph (a)(3)(ii)(B) has been modified to clarify the 
requirement that the number of items processed within 
the time frames of Section 240.17Ad-2(b) must be 
stated separately from the number of items that re- 
quired more than the time frames for processing speci- 
fied by that section. 


Paragraph (a)(4) requires a record of the calculations 
made in connection with performance monitoring to 
determine compliance with Section 240.17Ad-2. This 
provision does not require any specific form of 
calculation; nevertheless, transfer agents seeking to 
comply with the 90% performance standards of Section 
240.17Ad-2 necessarily will perform monthly calcu- 
lations to determine compliance. For example, at the 
close of the third business day following the end of a 
month, a transfer agent would know the total number of 
routine items received during the preceding month 
(Section 240.17Ad-6(a)(2)(i)) and the total number of 
those items turned around within three business days 
(Section 240.17Ad-6(a)(2)(ii)). Dividing the former into 
the latter will provide the percentage of routine items 
turned around within the time limits prescribed by 
Section 240.17Ad-2. 


In response to comments received, paragraph (a)(7) 
(previously proposed Section 240.17Ad-6(a)(6)) has 
been revised to require recordation of exceptions only. 
Paragraph (a)(7) requires only a log identifying the 
number of inquiries subject to Section 240.17Ad-5 
received but not responded to within the time frames 
and the number of those inquiries still pending as of the 
last business day of the month covered by the report. 


Paragraph (a)(11) (previously proposed Section 
240.17Ad-6(b)(3)) has been revised, in response to 
comments, to clarify the requirement that a registered 
transfer agent keep the document upon which it bases 
its determination that a particular item was received in 
connection with a special event and is therefore not 
routine under Section 240.17Ad-1(i)(5) or (7). Of 
course, since only transfer agents which cancel and 
issue certificates would have an occasion to make such 
a determination, the section effectively applies only to 
those transfer agents. 


The scope of paragraph (b), previously designated 
Section 240.17Ad-6(b)(1), has been clarified. As 
adopted, transfer agents need not keep any documents 
concerning the matters covered by that paragraph. 
Instead, paragraph (b) requires a record setting forth, 


with respect to each issue, the total authorized and the 
total issued and outstanding. 


In response to comments received, paragraph (c) 
(previously proposed Section 240.17Ad-6(b)(2)) has 
been revised to apply only to registered evidences of 
ownership which have been cancelled. 


Section 240.17Ad-7 Record retention requirements 


The record retention periods specified in Section 
240.17Ad-7 are not intended to replace longer retention 
periods that might be required by state law or other 
Federal laws. The retention periods are those 
considered necessary for the appropriate regulatory 
agency to monitor compliance with the turnaround 
rules. 


The record retention provisions apply both to records 
described in Section 240.17Ad-6 that are being kept at 
the time the retention provisions become effective and 
to records that are maintained thereafter in compliance 
with Section 240.17Ad-6. 


The following is a chart relating the records required in 
Section 240.17Ad-6 to the retention periods of Section 
240.17Ad-7: 





Relevant 
Maximum Periodto paragraph 
retention beeasily of Section 
period accessible 240.17Ad-7 
Section 240.17Ad-6 
(a)(1) 2 years 6 months (a) 
(2) 2 years 1 year (b) 
(3) (i) 2 years 6 months (a) 
(ii) 2 years 1 year (b) 
(4) 2 years 1 year (b) 
(5) 2 years 1 year (b) 
(6) 2 years 6 months (a) 
(7) : 2years 1 year (b) 
(8) : Termina- Termination (c) 
(9) tion y (c) 
(10) plus “ (c) 
1 year 
(11) 2 years 6 months (a) 
(b) : Termina- Termination 
tion 
plus 
1 year (c) 
(c) 6 years 6 months (d) 


Paragraph (f) is intended to assure that records in the 
possession of service agents who act under contract 


with transfer agents are available for examination by 
regulatory authorities.'9 


The question was asked whether the phrase ‘‘easily 
accessible place’’ would permit records to be kept in 
“‘low-storage-cost’’ record centers from which the 
records could be retrieved within twenty-four hours. 
The purpose of requiring that records be kept in an 
“‘easily accessible place’’ is to insure that regulatory 
authorities may examine them as necessary or appro- 
priate in discharging regulatory responsibilities. 
Inasmuch as the length of time for which records must 
be kept in an ‘‘easily accessible place’’ has, in most 
cases, been shortened, it is expected that records 
subject to that requirement will be made available 
either immediately or on the same day as the request to 
examine them is made. 


In response to comments, the Commission has added 
Section 240.17Ad-7(h) to relieve a registered transfer 
agent, which ceases to perform transfer agent functions 
for an issue, of the responsibility of retaining records 
required to be made and kept under Sections 
240.17Ad-6(a)(1), (6), (9), (10) and (11), (b) and (c) once 
the records are delivered to the successor transfer 
agent. 


lll. Statutory Basis and Competitive Considerations 


Sections 240.17Ad-1 through 17Ad-7 are adopted 
pursuant to the Securities Exchange Act of 1934, in 
particular Sections 2, 17, 17A and 23(a) thereof, 15 
U.S.C. 78b, 78q, 78q-1 and 78w(a). Certain editorial 
changes have been made to the rules as proposed. 
Other amendments that appear in the adopted rules 
were made to clarify the Commission’s intent in light of 
comments received, and such amendments either grant 
exemptions in addition to those proposed or relieve 
restrictions that were contained in the proposed rules. 
Accordingly, the Commission has determined that 
further notice and public procedures on these rules are 
unnecessary. 


The Commission finds that any burden upon 
competition imposed by these rules is necessary and 
appropriate in the public interest, for the protection of 
investors and to facilitate the establishment of a 
national system for the prompt and accurate clearance 
and settlement of transactions in securities. 





'9Paragraph (f) permits registered transfer agents who 
currently return all cancelled certificates and other re- 
cords to the issuer to continue to do so provided that 
issuer agrees to make the certificates and records 
available for examination by, and to furnish copies 
upon request to, the transfer agent regulatory 
agencies. 
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IV. Effective Dates 


Section 240.17Ad-1 (definitions), Section 240.17Ad-2(c) 
(notice of failure to comply with the turnaround 
requirement of Section 240.17Ad-2(a)), (d) (notice of 
failure to comply with the processing requirement of 
Section 240.17Ad-2(b)), (f) (procedures assuring that 
items received at locations other than the premises at 
which the transfer agent performs transfer agent func- 
tions will be forwarded to such premises promptly), (g) 
(procedures assuring that processed items received by 
a transfer agent are made available promptly to the 
presentor), (h) (where to file notices) and Section 
240.17Ad-4 (exemptions) are effective as of October 3, 
1977. The remaining provisions, including the time 
requirements for turnaround or processing of items and 
automatic imposition of limitations, are effective 
January 2, 1978. 


Under this arrangement of phased implementation 
dates, transfer agents will have three months to 
implement a monitoring system and to develop 
operating procedures and three additional months to 
complete whatever changes are necessary to comply 
with the adopted rules. During the second three month 
period, between October 3, 1977 and January 2, 1978, 
transfer agents will be required to report if they are not 
meeting the turnaround and processing requirements 
of Section 240.17Ad-2(a) and (b), even though these 
two paragraphs do not themselves become effective 
until January 2, 1978. This will enable the appropriate 
regulatory agencies to monitor the transfer agent 
industry’s progress in making any adjustments 
necessary to comply with the rules. 


Vi. Text of Sections 240.17Ad-1 through 17Ad-7: 


§240.17Ad-1 Definitions. 
As used in this section and §§240.17Ad-2, 240.17Ad-3, 
240.17Ad-4, 240.17Ad-5, 240.17Ad-6 and 240.17Ad-7: 


(a) The term ‘‘item’’ means a certificate or certificates 
of the same issue of securities covered by one ticket (or, 
if there is no ticket, presented by one presentor) 
presented for transfer, or an instruction to a transfer 
agent which holds securities registered in the name of 
the presentor to transfer or to make available all or a 
portion of those securities. In the case of an outside 
registrar each certificate to be countersigned is an item. 


(b) The term ‘‘outside registrar’’ with respect to a 
transfer item means a transfer agent which performs 
only the registrar function for the certificate or certifi- 
cates presented for transfer and includes the persons 
performing similar functions with respect to debt 
issues. 


(c) An item is ‘‘made available’’ when 
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(1) in the case of an item for which the services of an 
outside registrar are not required, or which has been 
received from an outside registrar after processing, the 
transfer agent dispatches or mails the item to, or the 
item is awaiting pick-up by, the presentor or a person 
designated by the presentor, or 


— 


Tr oO 


(2) in the case of an item for which the services of an 
outside registrar are required, the transfer agent dis- 
patches or mails the item to, or the item is awaiting 
pick-up by, the outside registrar, or 


(3) in the case of an item for which an outside registrar 
has completed processing, the outside registrar 
dispatches or mails the item to, or the item is awaiting 
pick-up by, the presenting transfer agent. 


(d) The ‘‘transfer’’ of an item is accomplished when, in 
accordance with the presentor’s instructions, all acts 
necessary to cancel the certificate or certificates 
presented for transfer and to issue a new certificate or 
certificates, including the performance of the registrar 
function, are completed and the item is made available 
to the presentor by the transfer agent, or when, in ac- 
cordance with the presentor’s instructions, a transfer 
agent which holds securities registered in the name of 
the presentor completes all acts necessary to issue a 
new certificate or certificates representing all or a 
portion of those securities and makes available the new 4 e 
certificate or certificates to the presentor or a person 
designated by the presentor or, with respect to those 
transfers of record ownership to be accomplished with- 
out the physical issuance of certificates, completes 
registration of change in ownership of all or a portion of 
those securities. 
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(e) The ‘‘turnaround’’ of an item is completed when 
transfer is accomplished or, when an outside registrar 
is involved, the transfer agent in accordance with the 
presentor’s instructions completes all acts necessary to 
cancel the certificate or certificates presented for 
transfer and to issue a new certificate or certificates, 
and the item is made available to an outside registrar. 


(f) The term ‘‘process’’ means the accomplishing by an 
outside registrar of all acts necessary to perform the 
registrar function and to make available to the 
presenting transfer agent the completed certificate or 
certificates or to advise the presenting transfer agent, 
orally or in writing, why performance of the registrar 
function is delayed or may not be completed. 


(g) The ‘‘receipt’’ of an item or a written inquiry or a Oe 


request occurs when the item or written inquiry or 
request arrives at the premises at which the transfer 
agent performs transfer agent functions, as defined in 
Section 3(a)(25) of the Act. 





(h) A ‘‘business day’’ is any day during which the 
transfer agent is normally open for business and ex- 
cludes Saturdays, Sundays and legal holidays or other 
holidays normally observed by the transfer agent. 


(i) An item is ‘‘routine’’ if it does not (1) require 
requisitioning certificates of an issue for which the 
transfer agent, under the terms of its agency, does not 
maintain a supply of certificates; (2) include a certi- 
ficate as to which the transfer agent has received notice 
of astop order, adverse claim or any other restriction on 
transfer; (3) require any additional certificates, docu- 
mentation, instructions, assignments, guarantees, 
endorsements, explanations or opinions of counsel 
before transfer may be effected; (4) require review of 
supporting documentation other than assignments, 
endorsements or stock powers, certified corporate re- 
solutions, signature or other common and ordinary 
guarantees or appropriate tax or tax waivers; (5) involve 
a transfer in connection with a reorganization, tender 
offer, exchange, redemption or liquidation; (6) include 
a warrant, right or convertible security presented for 
transfer of record ownership within five business days 
before any day upon which exercise or conversion pri- 
vileges lapse or change; (7) include a warrant, right or 
convertible security presented for exercise or 
conversion; or (8) include a security of an issue which 
within the previous 15 business days was offered to the 
public, pursuant to a registration statement effective 
under the Securities Act of 1933, in an offering not of a 
continuing nature. 


§240.17Ad-2 Turnaround, processing and forwarding 
of items. 


(a) Every registered transfer agent (except when act- 
ing as an outside registrar) shall turnaround within 
three business days of receipt at least 90 percent of all 
routine items received for transfer during a month. For 
the purposes of this paragraph, items received at or 
before noon on a business day shall be deemed to have 
been received at noon on that day, and items received 
after noon on a business day or received on a day not a 
business day shall be deemed to have been received at 
noon on the next business day. 


(b) Every registered transfer agent acting as an outside 
registrar shall process at least 90 percent of all items 
received during a month (1) by the opening of business 
on the next business day, in the case of items received 
at or before noon on a business day, and (2) by noon of 
the next business day, in the case of items received af- 
ter noon on a business day. For the purposes of para- 
graphs (b) and (d) of this section, ‘‘items received’’ 
shall not include any item enumerated in 
§240.17Ad-1 (i)(5), (6), (7) or (8) or any item which is not 
accompanied by a debit or cancelled certificate. For the 
purposes of this paragraph, items received on a day not 


a business day shall be deemed to have been received 
before noon on the next business day. 


(c) Any registered transfer agent which fails to comply 
with paragraph (a) of this section with respect to any 
month shall, within ten business days following the end 
of such month, file with the Commission and the 
transfer agent’s appropriate regulatory agency, if it is 
not the Commission, a written notice in accordance with 
paragraph (h) of this section. Such notice shall state the 
number of routine items and the number of non-routine 
items received for transfer during the month, the 
number of routine items which the registered transfer 
agent failed to turnaround in accordance with the re- 
quirements of paragraph (a) of this section, the 
percentage that such routine items represent of all 
routine items received during the month, the reasons 
for such failure, the steps which have been taken, are 
being taken or will be taken to prevent a future failure 
and the number of routine items, aged in increments of 
one business day, which as of the close of business on 
the last business day of the month have been in its pos- 
session for more than four business days and have not 
been turned around. 


(d) Any registered transfer agent which fails to comply 
with paragraph (b) of this section with respect to any 
month shall, within ten business days following the end 
of such month, file with the Commission and the 
transfer agent’s appropriate regulatory agency, if it is 
not the Commission, a written notice in accordance with 
paragraph (h) of this section. Such notice shal! state the 
number of items received for processing during the 
month, the number of items which the registered trans- 
fer agent failed to process in accordance with the 
requirements of paragraph (b) of this section, the 
percentage that such items represent of all items 
received during the month, the reasons for such failure 
and the steps which have been taken, are being taken 
or will be taken to prevent a future failure, and the 
number of items which as of the close of business on the 
last business day of the month have been in the transfer 
agent’s possession for more than the time allowed for 
processing and have not been processed. 


(e) All routine items not turned around within three 
business days of receipt and all items not processed 
within the periods prescribed by paragraph (b) of this 
section shall be turned around or processed promptly, 
and all non-routine items shall receive diligent and 
continuous attention and shall be turned around as soon 
as possible. 


(f) A registered transfer agent which receives items at 
locations other than the premises at which it performs 
transfer agent functions shall have appropriate 
procedures to assure, and shall assure, that items are 
forwarded to such premises promptly. 
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transfer which — receives 


(g) A 
processed items from an outside registrar shall have 
appropriate procedures to assure, and shall assure, that 


registered agent 


such items are made available promptly to the 
presentor. 


(h) Any notice required by this section or §240.17Ad-4 
shall be filed as follows: 


(1) Any notice required to be filed with the Commission 
shall be filed in triplicate with the principal office of the 
Commission in Washington, D.C. 20549 and, in the 
case of a registered transfer agent for which the Com- 
mission is the appropriate regulatory agency, an 
additional copy shall be filed with the Regional Office of 
the Commission for the region in which the registered 
transfer agent has its principal office for transfer agent 
activities. 


(2) Any notice required to be filed with the Comptroller 
of the Currency shall be filed with the Office of the 
Comptroller of the Currency, Administrator of National 
Banks, Washington, D.C. 20219. 


(3) Any notice required to be filed with the Board of 
Governors of the Federal Reserve System shall be filed 
with the Board of Governors of the Federal Reserve 
System, Washington, D.C. 20251 and with the Federal 
Reserve Bank of the district in which the registered 
transfer agent’s principal banking operations are 
conducted. 


(4) Any notice required to be filed with the Federal 
Deposit Insurance Corporation shall be filed with the 
Federal Deposit Insurance Corporation, Washington, 
D.C. 20429. 


§240.17Ad-3 Limitations on expansion. 


(a) Any registered transfer agent which is required to 
file any notice pursuant to §240.17Ad-2(c) or (d) for 
each of three consecutive months shall not, from the 
fifth business day after the end of the third such month 
until the end of the next following period of three 
successive months during which no such notices have 
been required: 


(1) initiate the performance of any transfer agent func- 
tion or activity for an issue for which the transfer agent 
does not perform, or is not under agreement to per- 
form, transfer agent functions prior to such fifth 
business day; and 


(2) with respect to an issue for which transfer agent 
functions are being performed on such fifth business 
day, initiate for that issue the performance of an 
additional transfer agent function or activity which the 
transfer agent does not perform, or is not under agree- 
ment to perform, prior to such fifth business day. 
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(b) Any registered transfer agent which for each of two 
consecutive months fails to turn around at least 75% of 
all routine items in accordance with the requirements of 
§240.17Ad-2(a) or to process at least 75% of all items in 


shall be subject to the limitations imposed by para 





accordance with the requirements of sosed by para a 
) 


graph (a) of this section and further shall, within twenty 
business days after the close of the second such month, 
send to the chief executive officer of each issuer for 
which such registered transfer agent acts a copy of the 
written notice filed pursuant to §240.17Ad-2(c) or (d) 
with respect to the second such month. 


§240.17Ad-4 Applicability of §§240.17Ad-2, 240.17 
Ad-3 and 240.17Ad-6(a)(1) through (7) and (11). 


(a) Sections 240.17Ad-2, 240.17Ad-3 and 240.17Ad 
6(a)(1) through (7) and (11) shall not apply to interests 
in limited partnerships, to redeemable securities of 
investment companies registered under Section 8 of the 
Investment Company Act of 1940, or to interests in 
dividend reinvestment programs. 


(b) Except as provided in paragraph (c) of this section, 
§§240.17Ad-2(a), (b), (c), (d) and (h), 240.17Ad-3 and 
240.17Ad-6(a)(2) through (7) and (11) shall not‘apply to 
any registered transfer agent which during any six 
consecutive months shall have received fewer than 500 
items for transfer and fewer than 500 items for 
processing and which, within ten business days follow- 
ing the close of the sixth such consecutive month, shall 
have filed with its appropriate regulatory agency a 
notice certifying to that effect (hereinafter an ‘‘exempt 
transfer agent’’). 


(c) Within five business days following the close of 
each month, every exempt transfer agent shall cal- 
culate the number of items which it received during the 
preceding six months. Whenever any exempt transfer 
agent receives 500 or more items for transfer or 500 or 
more items for processing during any six consecutive 
months, it shall, within ten business days after the end 
of such month, file with its appropriate regulatory 
agency a notice to that effect. Thereafter, beginning 
with the first month following the month in which such 
notice is required to be filed, the registered transfer 
agent shall no longer be exempt under paragraph (b) of 
this section from the requirements of §§240.17Ad-2(a), 
(b), (c), (d) and (h), 240.17Ad-3 and 240.17Ad-6(a) (2) 
through (7) and (11). Any registered transfer agent 
which has ceased to be an exempt transfer agent shall 
not qualify again for exemption until it has conducted 
its transfer agent operations pursuant to the foregoing 
sections for six consecutive months following the month 
in which it filed the notice required by this paragraph. 


§240.17Ad-5 Written inquiries and requests. 








(a) When any person makes a written inquiry to a 
registered transfer agent concerning the status of an 
item presented for transfer during the preceding six 
months by such person or anyone acting on his behalf, 
which inquiry identifies the issue, the number of shares 
(or principal amount of debt securities or number of 
units if relating to any other kind of security) presented, 
the approximate date of presentment and the name in 
which it is registered, the registered transfer agent 
shall, within five business days following receipt of the 
inquiry, respond, stating whether the item has been re- 
ceived; if received, whether it has been transferred; if 
received and not transferred, the reason for the delay 
and what additional matter, if any, is necessary before 
transfer may be effected; and, if received and 
transferred, the date and manner in which the 
completed item was made available, the addressee and 
address to which it was made available and the number 
of any new certificate which was registered and the 
name in which it was registered. If a new certificate is 
dispatched or mailed to the presentor within five 
business days following receipt of an inquiry pertaining 
to that certificate, no further response to the inquiry 
shall be required pursuant to this paragraph. 


(b) When any broker-dealer requests in writing that a 
registered transfer agent acknowledge the transfer 
instructions and the possession of a security presented 
for transfer by such broker-dealer or revalidate a win- 
dow ticket with respect to such security and the request 
identifies the issue, the number of shares (or principal 
amount of debt securities or number of units if relating 
to any other kind of security), the approximate date of 
presentment, the certificate number and the name in 
which it is registered, every registered transfer agent 
shall, within five business days following receipt of the 
request, in writing, confirm or deny possession of the 
security, and, if the registered transfer agent has 
possession, (1) acknowledge the transfer instructions or 
(2) revalidate the window ticket. If a new certificate is 
dispatched or mailed to thé presentor within five 
business days following receipt of a request pertaining 
to that certificate, no further response to the inquiry 
shall be required pursuant to this paragraph. 


(c) When any person, or anyone acting under his 
authority, requests in writing that a transfer agent 
confirm possession as of a given date of a certificate 
presented by such person during the 30 days before the 
date the inquiry is received and the request identifies 
the issue, the number of shares (or principal amount of 
debt securities or number of units if relating to any 
other kind of security), the approximate date of pre- 
sentment, the certificate number and the name in 
which the certificate was registered, every registered 
transfer agent shall, within ten business days following 
receipt of the request and upon assurance of payment 
of a reasonable fee if required by such transfer agent, 
make available a written response to such person, or 


anyone acting under his authority, confirming or deny- 
ing possession of such security as of such given date. 


(d) When any person requests in writing a transcript of 
such person’s account with respect to a particular issue, 
either as the account appears currently or as it 
appeared on a specific date not more than six months 
prior to the date the registered transfer agent receives 
the request, every registered transfer agent shall, 
within twenty business days following receipt of the 
request and upon assurance of payment of a reasonable 
fee if required by such transfer agent, make available to 
such person a transcript, ledger or statement of account 
in sufficient detail to permit reconstruction of such ac- 
count as of the date for which the transcript was re- 
quested. 


§240.17Ad-6 Recordkeeping. 


(a) Every registered transfer agent shall make and 
keep current the following: 


(1) a receipt, ticket, schedule, log or other record 
showing the business day each routine item and each 
non-routine item is (i) received from the presentor 
and, if applicable, from the outside registrar and (ii) 
made available to the presentor and, if applicable, to 
the outside registrar; 


(2) a log, tally, journal, schedule or other record 
showing for each month: 


(i) the number of routine items received; 


(ii) the number of routine items received during the 
month that were turned around within three business 
days of receipt; 


(iii) the number of routine items received during the 
month that were not turned around within three busi- 
ness days of receipt; 


(iv) the number of non-routine items received during 
the month; 


(v) the number of non-routine items received during 
the month that were turned around; 


(vi) the number of routine items that, as of the close of 
business on the last business day of each month, have 
been in such registered transfer agent’s possession for 
more than four business days, aged in increments of 
one business day (beginning on the fifth business day); 
and 


(vii) the number of non-routine items in such 
recistered transfer agent’s possession as of the close of 
business on the last business day of each month; 
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(3) with respect to items for which the registered 
transfer agent acts as an outside registrar: 


(i) a receipt, ticket, schedule, log or other record 
showing the date and time: 


(A) each item is 

(1) received from the presenting transfer agent and 
(2) made available to the presenting transfer agent; 
(b) each written or oral notice of refusal to perform the 
registrar function is made available to the presenting 


transfer agent (and the substance of the notice); and 


(ii) a log, tally, journal, schedule or other record 
showing for each month: 


(A) the number of items received; 


(B) the number of items processed within the time 
required by §240.17Ad-2(b); and 


(C) the number of items not processed within the time 
required by §240.17Ad-2(b); 


(4) a record of calculations demonstrating 
registered transfer agent’s monitoring of 
performance under §240.17Ad-2(a) and (b); 


the 
its 


(5) a copy of any written notice filed pursuant to 
§240.17Ad-2; 


(6) any written inquiry or request, including those not 
subject to the requirements of §240.17Ad-5, concerning 
an item, showing the date received; a copy of any 
written response to an inquiry or request, showing the 
date dispatched or mailed to the presentor; if no 
response to an inquiry or request was made, the date 
the certificate involved was made available to the 
presentor; or, in the case of an inquiry or request under 
§240.17Ad-5(a) responded to by telephone, a telephone 
log or memorandum showing the date and substance of 
any telephone response to the inquiry; 


(7) alog, journal, schedule or other record showing the 
number of inquiries subject to §240.17Ad-5(a), (b), (c) 
and (d) received during each month but not responded 
to within the required time frames and the number of 
such inquiries pending as of the close of business on the 
last business day of each month; 


(8) any document, resolution, contract, appointment or 
other writing, and any supporting document, 
concerning the appointment and the termination of 
such appointment of such registered transfer agent to 
act in any capacity for any issue on behalf of the issuer, 
on behalf of itself as the issuer or on behalf of any 
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person who was engaged by the issuer to act on behalf 
of the issuer; 


(9) any record of an active (i.e., unreleased) stop order, 
notice of adverse claim or any other restriction on trans- 
fer; 


(10) acopy of any transfer journal and registrar journal 
prepared by such registered transfer agent; and 


(11) any document upon which the transfer agent bases 
its determination that an item received for transfer was 
received in connection with a reorganization, tender 
offer, exchange, redemption, liquidation, conversion or 
the sale of securities registered pursuant to the Securi- 
ties Act of 1933 and, accordingly, was not routine under 
§240.17Ad-1(i)(5) or (8). 


(b) Every registered transfer agent which, under the 
terms of its agency, maintains security holder records 
for an issue or which acts as a registrar for an issue 
shall, with respect to such issue, obtain from the issuer 
or its transfer agent and retain documentation setting 
forth the total number of shares or principal amount of 
debt securities or total number of units if relating to any 
other kind of security authorized and the total issued 
and outstanding pursuant to issuer authorization. 


(c) Every registered transfer agent which, under the 
terms of its agency, maintains securityholder records 
for an issue shall, with respect to such issue, retain 
each cancelled registered bond, debenture, share, 
warrant or right, other registered evidence of indebted- 
ness, or other certificate of ownership and all accom- 
pany documentation, except legal papers returned to 
the presentor. 


§240.17Ad-7 Record retention. 


(a) The records required by §240.17Ad-6(a)(1), (3)(i), 
(6) or (11) shall be maintained for a period of not less 
than two years, the first six months in an easily ac- 
cessible place. 


(b) The records required by §240.17Ad-6(a)(2), (3)(ii), 
(4), (5) or (7) shall be maintained for a period of not less 
than two years, the first year in an easily accessible 
place. 


(c) The records required by §240.17Ad-6(a)(8), (9) and 
(10) and (b) shall be maintained in an easily accessible 
place during the continuance of the transfer agency and 
shall be maintained for one year after termination of the 
transfer agency. 


(d) The records required by §240.17Ad-6(c) shall be 
maintained for a period of not less than six years, the 
first six months in an easily accessible place. 
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(e) Every registered transfer agent shall maintain in an 
easily accessible place: 


(1) all records required under §240.17f-2(d) until at 
least three years after the termination of employment of 
those persons required by §240.17f-2 to be finger- 
printed; and 


(2) all records required pursuant to §240.17f-2(e) for 
three years. 


(f) The records required to be maintained pursuant to 
§240.17Ad-6 may be produced or reproduced on 
microfilm and be preserved in that form for the time re- 
quired by §240.17Ad-7. If such microfilm substitution 
for hard copy is made by a registered transfer agent, it 
shall: 


(1) at all times have available for examination by the 
Commission and the appropriate regulatory agency for 
such transfer agent, facilities for immediate, easily 
readable projection of the microfilm and for producing 
easily readable facsimile enlargements; 


(2) arrange the records and index and file the films in 
such a manner as to permit the immediate location of 
any particular record; 


(3) be ready at all times to provide, and immediately 
provide, any facsimile enlargement which the Com- 
mission and the appropriate regulatory agency by their 
examiners or other representatives may request; and 


(4) for the period for which the microfilmed records are 
required to be maintained, store separately from the 
original microfilm records a copy of the microfilm 
records. 


(g) If the records required to be maintained and 
preserved by a registered transfer agent pursuant to 
the requirements of §§240.17Ad-6 and 240.17Ad-7 are 
maintained and preserved on behalf of the registered 
transfer agent by an outside service bureau, other 
recordkeeping service or the issuer, the registered 
transfer agent shall obtain, from such outside service 
bureau, other recordkeeping service or the issuer, an 
agreement, in writing, to the effect that: 


(1) such records are subject at any time, or from time to 
time, to reasonable periodic, special, or other exam- 
inations by representatives of the Commission and the 
appropriate regulatory agency for such registered 
transfer agent, if it is not the Commission; and 


{2) the outside service bureau, recordkeeping service, 
or issuer will furnish to the Commission and the appro- 
priate regulatory agency, upon demand, at either the 
principal office or at any regional office, complete, 


correct and current hard copies of any and all such 
records. 


(h) When a registered transfer agent ceases to perform 
transfer agent functions for an issue, the responsibility 
of such transfer agent under §240.17Ad-7 to retain the 
records required to be made and keep current under 
§240.17Ad-6(a)(1), (6), (9), (10) and (11), (b) and (c) 
shall end upon the delivery of such records to the suc- 
cessor transfer agent. 


Accordingly, the Commission hereby adopts Sections 
240.17Ad-1, 240.17Ad-2, 240.17Ad-3, 240.17Ad-4, 
240.17Ad-5, 240.17Ad-6 and 240.17Ad-7. 

By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13637 / June 16, 1977 


[File No. S7-707—Comment Period Expires 8-15-77] 
REGULATION OF TRANSFER AGENTS 

AGENCY: Securities and Exchange Commission. 
ACTION: Proposed Rule. 


SUMMARY: The Commission proposes to amend its 
rule on written inquiries and requests to require that 
transfer agents acknowledge promptly and respond as 
soon as possible to certain communications which do 
not meet the requirements of the rule. 


DATES: Comments must be received on or before 
August 15, 1977. 


ADDRESSES: Written comments, in triplicate, should 
be addressed to the Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549, and 
refer to File No. S7-707. 


FOR FURTHER INFORMATION CONTACT: Harry F. 
Day, Assistant Director, Division of Market Regulation, 
Securities and Exchange Commission, Washington, 
D.C. 20549 (202-472-4515 or 202-755-8834). 


SUPPLEMENTARY INFORMATION: Notice is hereby 
given that the Securities and Exchange Commission 
(the “Commission”) has under consideration a 
preposal to amend Title 17, Chapter Il, Part 240 of the 
Code of Federal Regulations to add §240.17Ad-5(e) 
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under the Securities Exchange Act of 1934 (the “Act”), 
in particular Sections 2, 17, 17A and 24(a) of that Act, 
15 U.S.C. 78b, 78q, 78q-1 and 78w(a). In accordance 
with Section 17A(d)(3)(A)(i) of the Act, 15 U.S.C. 


78q-1(d)(3)(A)(i), the Commission consulted and 
requested the views of the Federal bank regulatory 
agencies at least fifteen days prior to this announce- 
ment. 


Proposed Section 240.17Ad-5(e) 


Simultaneously with the publication of this release, the 
Commission has published notice of the adoption of 
rules prescribing performance standards for registered 
transfer agents. Section 240.17Ad-5 of those rules is 
designed to assure prompt response to inquiries 
concerning the status of items presented for transfer 
and to certain other inquiries, in order to better meet 
the needs of investors who deal with transfer agents, to 
promote more prompt identification of lost securities 
and to assist broker-dealers undergoing examination 
and seeking to comply with requirements relating to 
control of customer securities. 


The applicability of Section 240.17Ad-5 to certain 
inquiries and requests depends upon the transfer 
agent’s receipt of information described in that 
section. It is possible, however, that through 
inadvertence the person making the inquiry or request 
will omit some of the information described in the rule. 
In such circumstance, it nevertheless is desirable that 
an appropriate response be made promptly by the 
transfer agent. Proposed paragraph (e) would apply 
when an inquiry fails to provide all of the information 
specified in the rule or request information in excess of 
the time periods specified therein. In thos circum- 
stances, proposed paragraph (e) requires the transfer 
agent to confirm promptly his receipt of the inquiry and 
to respond as soon as possible. If insufficient 
information was provided in the inquiry to enable the 
transfer agent to research the question, the transfer 
agent should request the necessary additional informa- 
tion in its confirmation. 


The Text of Proposed Rule 17Ad-5(e) follows: 


§240.17Ad-5 Written inquiries and requests. 


(e) When any person makes a written inquiry or 
request which would qualify under paragraphs (a), (b), 
(c), or (d) of §240.17Ad-5 except that it fails to provide 
all of the information specified in those paragraphs, or 
requests information in excess of the time periods 
specified therein, a registered transfer agent shall 
confirm promptly receipt of the inquiry or request and 
shall respond to it as soon as possible. 


* * * 
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All interested persons are invited to submit their views 
upon proposed §240.17Ad-5(e) in triplicate to George 
A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549, no later than August 15, 1977. Reference 
should be made to File S7-707. All comments received 
will be available for public inspection. 


By the Commission. 


George . Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13638 / June 16, 1977 


Admin. Proc. File No. 3-5094 
In the Matter of the Application of 


STEPHEN R. FLAKS 
555 Kappock Street 
Bronx, New York 


For review of the Denial of a Member’s Continuance 
Application by the 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 


OPINION OF THE COMMISSION 


REGISTERED SECURITIES ASSOCIATION—REVIEW 
OF DENIAL OF MEMBERSHIP CONTINUANCE APPLI- 
CATION 


Where registered securities association’s denial of a 
member’s application to employ a salesman rested to 
some extent on a misapprehension about the findings 
made in the association’s prior disciplinary proceed- 
ings with respect to that salesman, denial proceedings 
remanded to the Association for reconsideration on the 
basis of what had actually happened in the prior dis- 
ciplinary proceedings. 


Statutory Disqualifications 

Permission to work despite bar 

Commission’s grant to salesman of permission to work 
for a particular broker-dealer under specified terms of 


employment did not remove bar of salesman from 
association with any broker or dealer. Thus bar 
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remained a statutory disqualification as defined in 
Section 3(a)(39) of the Securities Exchange Act. 


Practice and Procedure 
Registered Securities Association 
Self-Regulatory Bodies 

Remands 

Reconsideration 


Fairness 
Section 19(f) of the Securities Exchange Act Construed 


Where a registered securities association considered 
and gave weight to improper materials in passing on a 
member’s application to employ a disqualified person, 
proceedings remanded to the Association for recon- 
sideration without reference to the improper materials. 


In reviewing a self-regulatory body’s denial of a 
member’s application to employ a disqualified person 
under Section 19(f) of the Securities Exchange Act, the 
Commission can remand the cause to the Association 
for further proceedings. That is so even though Section 
19(f) makes no express reference to remands. Fairness 
is one of the purposes of fhe statute. And whenever the 
attainment of that purpose requires that a proceeding 
brought to the Commission under Section 19(f) be 
remanded, the power to remand is present. 


APPEARANCES: 


Hurd Baruch, of McCann, Garland, Ridall & Burke, for 
Stephen R. Flaks. 


Andrew McR. Barnes and Peter J. Chepucavage, for 
the National Association of Sécurities Dealers, Inc. 


David P. Tennant, for the Commission’s Division of 
Enforcement. 


Stephen R. Flaks appeals from the denial by the 
National Association of Securities Dealers, Inc. 
(“NASD”), of a broker-dealer firm’s request to remain 
an NASD member with Flaks as a _ supervised 
employee.’ The request was necessary because, in 
July of 1973, the NASD had barred Flaks from 
association with any NASD member and because this 





1See Sections 19(d)(1) and 19(d)(2) of the Securities 
Exchange Act and Section 13 of the NASD’s By-Laws. 
NASD Manual 91113, p. 1067. 


Commission had also barred him from association with 
any broker or dealer. 


Flaks consented to the NASD bar in order to dispose of 
four separate complaints which the Association had 
brought against him and against Flaks, Zaslow & Co., 
Inc. (“the firm”), a brokerage firm of which he was then 
board chairman. And he and the firm consented to 
findings that they had violated the Association’s Rules 
of Fair Practice in the following respects: 


1. They failed to comply with the NASD’s interpreta- 
tion with respect to free-riding and withholding? in four 
public offerings of securities which rose to an 
immediate aftermarket premium. In each instance, the 
firm, as underwriter or selling group member, failed to 
make a bona fide offering of its allotted shares at the 
public offering price, selling an impermissibly large 
number of shares to accounts restricted by the NASD’s 
interpretation; 


2. The firm and Flaks permitted certain individuals, 
including Flaks himself, to act as principals or sales- 
men of the firm before such persons were effectively 
registered with the NASD; 


3. Respondents permitted the execution of securities 
transactions for the accounts of 11 employees of other 
NASD members without giving such members the 
required notification; and? 


4. They failed to maintain proper 
customer accounts. 


records for 


As previously noted, Flaks was also disciplined in 
proceedings brought by this Commission. In those 
proceedings, we accepted an offer of settlement from 
Flaks and his firm. Without admitting or denying the 
allegations against them, they consented to findings 
that, among other things, they had manipulated the 
market for the common stock of Monarch General, 
Inc., had sold that stock at excessive prices, and had 
made material misstatements concerning the stock to 
customers. Pursuant to the settlement offer, we 
revoked the firm’s broker-dealer registration and barred 
Flaks from association with any broker or dealer with 
the proviso that, after three years from July 30, 1973, 
he could apply to become so associated in a 





2NASD Manual 2151, p. 2039 et seq. 


3Section 28 of the NASD’s Rules of Fair Practice. NASD 
Manual ¥ 2178, p. 2109-4. 
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referred 
declaration, which is summarized below, for a complete 
statement of the proposed transactions. 


ested persons are to the application- 


It is stated that CL&P and Southern Connecticut Gas 
Company (‘‘Southern’’) have entered into an agree- 
ment, subject to the approval of this Commission and 
the State of Connecticut Public Utilities Control Author- 
ity, dated as of March 1, 1977 (‘‘Storage Agreement’’) 
with respect to, among other matters, the storage by 
Southern in its storage tank of a quantity of CL&P’s 
liquified natural gas (‘‘LNG’’). Pursuant to the pro- 
visions of the Storage Agreement CL&P has agreed to 
purchase, a 12’’ natural gas pipeline (‘‘Intercon- 
nection’’) constructed and owned by Southern and ex- 
tending approximately 1.2 miles from Southern’s gas 
distribution system in the Town of Stratford, Connec- 
ticut, to connect with CL&P’s gas distribution system 
in the Town of Shelton, Connecticut, and acting as a 
pipeline interchange between the two systems. The 
Interconnection was constructed by Southern in 1973 
and 1974 pursuant to a letter agreement between 
Southern and Northeast Utilities Service Company 
(“NUSCO”), an associate company of CL&P. Under the 
terms of this agreement, which was signed by 
Southern on April 9, 1973, and by NUSCO on May 9, 
1973, NUSCO agreed to lease a quantity of space in the 
LNG Tank, Southern agreed to construct the Inter- 
connection, and both parties agreed to execute, at a 
later date, a contract delineating the specific terms and 
conditions of the storage arrangement. Negotiations 
leading to this agreement had been in progress since 
1971, and it was understood that NUSCO would re- 
imburse Southern for its construction of the Inter- 
connection, either directly or by means of storage and 
delivery charges set at sufficiently-high levels to enable 
Southern to recover its Interconnection costs over the 
life of the storage contract. It is stated that implemen- 
tation of the Storage Agreement is important to CL&P 
to insure the provision of economical service to its cus- 
tomers during periods of peak use. It is contemplated 
that LNG stored in the LNG Tank, or its vaporized 
equivalent delivered by Southern through the Inter- 
connection, will supplement CL&P’s pipeline supplies 
during such periods, and will make it unnecessary for 
CL&P to purchase equivalent quantities of propane, a 
more expensive supplement. 


Pursuant to the Storage Agreement, Southern will pro- 
vide CL&P with storage capacity for a substantial quan- 
tity of CL&P’s LNG for an initial term of three years 
from August 1, 1977, through July 31, 1980, and for an 
additional period extending, upon CL&P’s continued 
compliance with certain specified requirements, up to 
July 31, 1987. LNG stored by CL&P pursuant to the 
Storage Agreement will be stored in Southern’s LNG 
storage tank (‘‘LNG Tank’’) located in the Town of Mil- 
ford, Connecticut. CL&P will deliver its LNG to the 
LNG Tank by truck. At CL&P’s request, Southern will 
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either deliver CL&P’s LNG directly out of storage in the 
LNG Tank to CL&P’s trucks, or will provide CL&P with 
an equivalent quantity of gas in vaporized form through 
the Interconnection. It is anticipated that most of the 
gas delivered by Southern to CL&P and charged a ) “ 
CL&P’s account in the LNG Tank will be delivered 
through the Interconnection. Although not covered by 
the terms of the Storage Agreement, it is also contem- 
plated that, from time to time, and under a separate 
agreement, CL&P may deliver a portion of its pipeline 
gas to Southern Through the Interconnection, which 
gas would be liquified by Southern and stored in the 
LNG Tank for CL&P’s account. 


The Storage Agreement further provides that CL&P is 
obligated to reimburse Southern directly for Southern’s 
construction of the Interconnection. The principal 
amount of the cost of the Interconnection to be reim- 
bursed by Southern is $311,273.21, which consists of (1) 
construction expenses actually incurred by Southern 
during 1973 and 1974 and (2) interest on such expenses 
accrued through January 31, 1977. CL&P is to reim- 
burse Southern in twenty semi-annual payments, the 
first of which was made on February 1, 1977. The un- 
paid balance of the principal amount of the cost of the 
Interconnection will bear interest at the prime rate 
charged by Citibank of New York, New York, or any 
successors thereto, as such rate may change from time 
to time. It is contemplated that title to the Inter- 
connection will be transferred by Southern to CL&P on 
or before August 1, 1977. At the time title is trans- 
ferred, Southern will convey to CL&P such rights, to 
the extent legally permissible, as may be necessary to 
allow CL&P to own, operate and maintain the Inter- 
connection. It is stated that acquisition of title by CL&P 
to the Interconnection is desirable for the following 
reasons: (1) the Interconnection is an integral and es- 
sential part of the storage and delivery arrangement 
provided for in the Storage Agreement and use of the 
Interconnection will enable CL&P to deliver into its dis- 
tribution system gas charged to its account in the LNG 
Tank more quickly and economically, in most instances, 
than would be possible if it were compelled to remove 
LNG directly from the LNG Tank and to vaporize such 
LNG at its own vaporization facilities, and (2) such ac- 
quisition of title will insure that CL&P will have the use, 
control and enjoyment of the Interconnection through- 
out its useful life, both during and after the term of the 
Storage Agreement and, as owner of the Intercon- 
nection, will be able to use and/or dispose of the Inter- 
connection, following the termination of the Storage 
Agreement, as the interests of its customers may re- 
quire. 








It is contemplated that Southern will operate and 
maintain the Interconnection until such time as title 
thereto is conveyed to CL&P, and CL&P will reimburse 
Southern for all expenses incurred in such operation 
and maintenance. Upon conveyance of title to CL&P, 
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CL&P, will have the option either itself to operate and 
maintain the Interconnection or to request Southern to 
continue such operation and maintenance at CL&P’s 
expense. 


It is stated that Southern will apply to the Connecticut 
Public Utilities Control Authority (‘‘PUCA’’) for 
approval of the sale of the Interconnection to CL&P, 
and Southern and CL&P will apply to the PUCA for 
such approval of the Storage Agreement as may be 
necessary. It is further stated that no other State com- 
mission or Federal commission, other than this Com- 
mission, has jurisdiction over the proposed trans- 
actions. The fees, commissions and expenses to be paid 
or incurred, directly or indirectly, in connection with 
the acquisition by CL&P of title to the Interconnection 
are presently estimated at approximately $2,500 in 
legal fees, plus an estimated payment of $1,000 to 
Northeast Utilities Service Company (‘‘NUSCO’’) for 
expenses incurred by NUSCO in connection with the 
acquisition. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than July 7, 1977, request in writing 
that a hearing be held on such matter, stating the 
nature of his interest, the reasons for such request, and 
the issues of fact or law raised by the filing which he 
desires to controvert; or he may request that he be noti- 
fied if the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, Se- 
curities and Exchange Commission, Washington, D.C. 
20549. A copy of such request should be served person- 
ally or by mail (air mail if the person being served is 
located more than 500 miles from the point of mailing) 
upon the applicants-declarants at the above-stated 
address, and proof of service (by affidavit or, in case of 
an attorney at law, by certificate) should be filed with 
the request. At any time after said date, the appli- 
cation-declaration, as filed or as it may be amended, 
may be granted and permitted to become effective as 
provided in Rule 23 of the General Rules and Reg- 
ulations promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in 
Rules 20(a) and 100 thereof or take such other action as 
it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered 
will receive any notices or orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT 
OF 1935 
Release No. 20071 / June 13, 1977 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 


(70-6008) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE 
BIDDING AND THE ISSUANCE OF BONDS FOR 
SINKING FUND PURPOSES 


Ohio Edison Company (‘‘Ohio Edison’’), a registered 
holding company, has filed a declaration and amend- 
ments thereto with this Commission pursuant to Sec- 
tions 6(a) and 7 of the Public Utility Holding Com- 
pany Act of 1935 (‘‘Act’’) and Rule 50 promulgated 
thereunder regarding the following proposed trans- 
actions. 


Ohio Edison proposes to issue and sell at competitive 
bidding up to $75,000,000 principal amount of its First 
Mortgage Bonds (‘‘new bonds’’), in one or more series, 
each series to mature in not less than 5 nor more than 
30 years. The price, which will not be less than 100% 
(unless Ohio Edison shall authorize a lower percentage, 
not less than 99%) nor more than 102-% of the 
principal amount thereof and accrued interest, and the 
interest rate (which will be a multiple of 1/8 of 1%) will 
be determined by competitive bidding. 


The new bonds are proposed to be issued under the 
Ohio Edison Indenture dated as of August 1, 1930, to 
Bankers Trust Company, as Trustee, as heretofore 
amended and supplemented and as proposed to be 
amended and supplemented by a Twenty-sixth Supple- 
mental Indenture to be dated as of the fifteenth day of 
the month in which the new bonds are issued. 


The proceeds from the sale of the new bonds are to 
provide funds for the repayment in part of unsecured 
short-term debt (estimated to amount to $30,000,000 at 
the time of such issue) and to provide funds for its 
construction program which is estimated at 
approximately $357 ,000,000 for 1977. 


By order dated November 24, 1976 (HCAR No. 19774), 
this Commission, among other things, authorized Ohio 
Edison to issue during 1977 an aggregate amount of 
$12,285,000 principal amount of its First Mortgage 
Bonds, 314% Series of 1955, due 1985, in connection 
with the withdrawal of sinking fund deposits to be made 
during 1977. These bonds were to be issued on the 
basis of unfunded property additions. 
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The estimate of $12,285,000 did not reflect the issuance 
of the new bonds, which issuance will increase the 
sinking fund deposit required on or before November 1, 
1977, by up to $510,000. 


Ohio Edison now also proposes to issue on or about 
November 1, 1977, a total of $510,000 principal amount 
of First Mortgage Bonds, 3% % Series of 1955 due 1985 
(‘‘additional sinking fund bonds’’), in addition to the 
$12,285,000 principal amount of bonds previously 
authorized. The bonds will be issued under the 
indenture of Ohio Edison to Bankers Trust Company, 
Trustee, as amended and supplemented. The 
additional sinking fund bonds are to be of the series 
provided for by the Twelfth Supplemental Indenture 
dated as of May 1, 1955, and will be identical with those 
previously authorized. The cash to be withdrawn from 
the Trustee will be included in Ohio Edison’s general 
funds. 


The fees and expenses to be incurred by Ohio Edison in 
connection with the issue of additional sinking fund 
bonds are estimated at $1,100, including legal fees of 
$1,000. The fees and expenses to be incurred in 
connection with the proposed issue and sale of the new 
bonds an estimated at $230,000, including legal fees of 
$25,000. The fees and expenses of counsel for the 
underwriters, to be paid by the successful bidders, are 
estimated at $17,500. The Public Utilities Commission 
of Ohio has authorized the proposed transactions, and 
no other state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transactions. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20022), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declara- 
tion, as amended, be, and it hereby is, permitted to 
become effective forthwith, subject to the terms and 
conditions prescribed in Rules 24 and 50 promulgated 
under the Act. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT 
OF 1935 
Release No. 20072 / June 15, 1977 


In the Matter of 


THE CONNECTICUT LIGHT AND POWER COMPANY 
Hartford, Connecticut 06101 


THE HARTFORD ELECTRIC LIGHT COMPANY 
Hartford, Connecticut 06101 


(70-5926) 


ORDER AUTHORIZING PROPOSED ISSUANCE OF 
SECURED PROMISSORY NOTES TO STATE 
AUTHORITY FOR CONSTRUCTION OF POLLUTION 
CONTROL EQUIPMENT FINANCED BY SALE OF 
REVENUE BONDS 


The Connecticut Light and Power Company (‘‘CL&P’’) 
and The Hartford Electric Light Company (‘‘HELCO’’), 
both public utility subsidiary companies (the 
‘*Companies’’) of Northeast Utilities (‘‘NU’’), a 
registered holding company, have filed an application 
and amendments thereto with this Commission 
pursuant to Section 6(b) of the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) and Rule 50 promulgated 
thereunder regarding the following proposed trans- 
actions. 


CL&P owns and operates oil-fired electric generating 
plants at Milford, Norwalk, and Montville, Connecticut 
and HELCO owns and operates a similar plant at 
Middletown, Connecticut (‘‘Plants’’). The Federal 
Water Pollution Control Act Amendments of 1972 
(‘‘FWPCA’’) require permits for discharges of effluents 
into navigable waters and call for the elimination of the 
discharge of pollutants into navigable waters by 1985, 
setting as specific interim goals the application by 1977 
of the ‘‘best practicable control technology currently 
available’’ to limit effluents. FWVPCA also require that 
all discharges of pollutants comply with federally 
approved state watef quality standards. On October 8, 
1974, the Environmental Protection Agency published 
final effluent limitations and standards of performance 
for all steam electric power units which place limits on 
the discharge of chemical effluents. Such limitations 











and standards of performance are applicable to the 
Plants. The administration of the national program has 
been delegated to the several states. The Companies’ 
applications for FWPCA discharge permits with respect 
to the Plants are filed with the Connecticut Department 
of Environmental Protection (‘‘DEP’’), which ad- 
ministers FWPCA regulations. 


The Companies have obtained five-year FWPCA 
permits for the Plants which specify deadlines for the 
design, construction and operation of facilities for 
treatment of specific waste streams to meet the criteria 
established with regard to the levels of acidity, sus- 
pended solids, iron, copper, oil and grease in the 
Plants’ liquid discharges. The additional pollution 
control facilities required consist of waste management 
equipment, waste water collecting systems and waste 
water treatment works, including equalization basins, 
clarifiers, chemical feed systems, holding ponds, 
sludge handling equipment and associated buildings 
for identifying, isolating and treating contaminated 
waste water prior to its discharge into the environment. 
The estimated cost of these facilities is $16,000,000, of 
which $11,870,000 and $4,130,000 are for facilities to be 
installed at CL&P’s and HELCO’s plants, respectively. 


To finance construction of such pollution control 
facilities (the ‘‘Project’’) at the Plants, CL&P and 
HELCO propose to issue promissory notes (collectively 
the ‘‘Notes’’) pursuant to a Loan Agreement 
(‘‘Agreement’’) with the Connecticut Development 
Authority (‘‘Authority’’). The Authority will issue and 
sell a series of the Authority’s Pollution Control 
Revenue Bonds (‘‘Authority Bonds’’) in a principal 
aggregate amount not to exceed $16,000,000. The 
proceeds from the sale of the Authority Bonds will be 
advanced to the Companies pursuant to the terms of the 
Agreement to provide funds for the construction of the 
Project. 


Prior to the issuance of the Authority Bonds, CL&P and 
HELCO will each execute and deliver to the Authority a 
Note in an amount not to exceed $11,870,000 and 
$4,130,000 respectively. Payment on the Notes will 
equal the amount payable as _ interest, principal, 
premium, if any, and sinking fund installments on the 
Authority Bonds outstanding under the Indenture. The 
Notes will bear interest at a rate of 6.5% per annum 
and will be payable at times corresponding to the times 
of payment of the Authority Bonds. The Notes will be 
issued to evidence the obligation of CL&P and HELCO 
under the Agreement between the Authority, CL&P 
and HELCO for the repayment of the loan made by the 
Authority to CL&P and HELCO from the proceeds of 
the Authority Bonds. The Authority Bonds will be 
issued pursuant to the Trust Indenture (the 
‘*Indenture’’), dated as of June 1, 1977, between the 
Authority and Hartford National Bank and Trust 
Company (the ‘‘Trustee’’). The Authority Bonds are to 


be secured by the assignment to the Trustee of the 
Companies’ Notes and the Loan Agreement, which 
grants to the Authority a security interest in the Project 
equipment. The security interest will be subordinate to 
the lien of the Indenture dated as of May 1, 1921, 
between CL&P and Bankers Trust Company, Trustee, 
and, in the case of HELCO, of the First Mortgage 
Indenture and Deed of Trust, dated as of January 1, 
1958, between HELCO and First National Bank of 
Boston, Trustee. Items of pollution control equipment 
released from the liens of such mortgage indentures 
will be automatically released from the lien of such 
security interest. 


The Agreement will also provide that in the event of a 
default by CL&P and/or HELCO in its obligations 
under the Agreement, the Trustee may cause all 
amounts payable by both Companies pursuant to both 
Notes for the remainder of the term of such Agreement 
to become immediately due and payable. Proceeds 
from the issuance of the Authority Bonds will be 
advanced by the Trustee to CL&P and HELCO for 
expenditures (including capitalized interest) already 
made on account of the Project. The remainder of the 
proceeds will be held in separate construction funds to 
be maintained by the Trustee and will be advanced to 
CL&P and HELCO in accordance with the Agreement 
and Indenture, as certified pollution control ex- 
penditures are made. Each Company shall have the 
option, so long as it is not in default thereunder, to 
prepay the loan, including interest thereon, in whole or 
in part at any time in accordance with certain terms set 
forth in the Agreement. 


CL&P and HELCO shall have the right under the 
Agreement to make substitutions, modifications or 
improvements to the Project, provided that the value or 
operation of the Project as pollution control facilities is 
not materially impaired. The outstanding promissory 
notes issued by CL&P and HELCO will be recorded as 
Other Long Term Debt in their financial statements. No 
associate company or affiliate company of CL&P and 
HELCO has any material interest, directly or indirectly, 
in the proposed transactions described therein. 


For the twelve months ended March 31, 1977, interest 
on CL&P’s outstanding first mortgage bonds, as 
computed under CL&P’s mortgage indenture, was 
covered 2.63 times. After giving pro forma effect to the 
issuance of the pollution control bonds, CL&P’s 
coverage is 2.59 times. For the twelve months ended 
March 31, 1977, interest on HELCO’s outstanding first 
mortgage bonds, as computed under HELCO’s 
mortgage indenture, was covered 2.70 times. After 
giving pro forma effect to the issuance of the pollution 
control bonds, HELCO’s coverage is 2.67 times. 


The Authority executed a bond purchase agreement on 
June 14, 1977, with Morgan Stanley & Co., 
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Incorporated. The Authority Bonds will be purchased 
by the underwriters at a price of 97.95% and bear 
interest at 6.50%, resulting in an effective cost of 
money to the Authority of 6.66% per annum. The 
Authority Bonds will be dated June 1, 1977, and will 
mature on June 1, 2007. Mandatory sinking fund 
installments and/or serial maturities commencing not 
later than June 1, 1993, will retire not less than 25% of 
the Authority Bonds prior to maturity. The Authority 
Bonds will be issued by the Authority as coupon bonds 
in denominations of $5,000 each, registrable as to 
principal and exchangeable for fully registered bonds in 
denominations of $5,000 each of full multiples thereof. 
The Indenture will contain certain redemption 
provisions which will include the right in CL&P and 
HELCO to cause the redemption of the Authority 
Bonds, in whole or in part, at any time after the 
Authority Bonds have been outstanding for ten years at 
an initial price of 103% declining by .5% each year 
thereafter. In addition, the Indenture will provide for 
special redemption without premium on account of the 
‘occurrence of one or more specified events. The 
Companies state that interest payable on the Authority 
Bonds will be exempt under existing law from Federal 
income taxation. 


The fees, expenses and commissions incurred or to be 
incurred in connection with the proposed transactions 
are estimated to aggregate $230,000, which includes 
$55,000 for legal fees, $16,000 for accounting fees, and 
$43,750 for application and commitment fees paid or to 
be paid to the Authority. It is stated that none of such 
fees, commissions or expenses is to be paid to any 
associate or affiliate of the Company, except for 
incidental services to be performed, at cost, by 
Northeast Utilities Service Company, an associate 
company. The order of the Public Utilities Control 
Authority of the State of Connecticut authorizing the 
proposed issuance of the Notes by the Companies has 
been filed by amendment. It is stated that no other 
State or Federal commission, other than this 
Commission, has jurisdiction over the proposed 
transactions. 


The Companies submit that the issuance of the Notes is 
exempt from Rule 50 by virtue of the exceptions 
provided for therein. 


Due notice of the filing of said application, as amended, 
has been given in the manner prescribed in Rule 23 pro- 
mulgated under the Act (HCAR No. 19758), and no 
hearing has been requested of or ordered by the Com- 
mission. Upon the basis of the facts in the record, it is 
hereby found that the applicable standards of the Act 
and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application, as 
amended, be granted and: 
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IT IS ORDERED, pursuant to the applicable pro- 
visions of the Act and rules thereunder, that said 
application, as amended, be, and it hereby is, granted 
forthwith, subject to the terms and_ conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT 
OF 1935 
Release No. 20073 / June 15, 1977 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 70174 


(70-6012) 


ORDER AUTHORIZING TRANSACTIONS RELATED 
TO FINANCING OF POLLUTION CONTROL FACI- 
LITIES AND INDUSTRIAL DEVELOPMENT FACI- 
LITIES 


Louisiana Power & Light Company (‘‘Louisiana’’), an 
electric utility subsidiary company of Middle South 
Utilities, Inc., a registered holding company, has filed 
an application and amendment thereto with this Com- 
mission pursuant to Sections 9(a), 10 and 12(d) of the 
Public Utility Holding Company Act of 1935 (‘‘Act’’) 
and Rule 44(b)(3) promulgated thereunder regarding 
the following proposed transactions. 


Louisiana states that it will construct and install certain 
water pollution control facilities at its Little Gypsy 
Steam Electric Generating Station (‘‘Little Gypsy 
Station’’) and Units 1 and 2 of its Waterford Steam 
Electric Generating Station (‘‘Waterford 1 and 2’’) in 
St. Charles Parish, Louisiana (collectively, the ‘‘St. 
Charles Stations’’), and at its Sterlington Steam 
Electric Generating Station (‘‘Sterlington Station’’) in 
Ouachita Parish, Louisiana in order to comply with 
water discharge standards prescribed by the Environ- 
mental Protection Agency and thereby to maintain in 
effect the National Pollution Discharge Elimination 
System permits which Louisiana has _ heretofore 
obtained for these generating stations. The present 
filing relates to Louisiana’s proposed long-term 











financing of such pollution control facilities, and also of 
$1 million of additions and improvements (the 
“‘Industrial Development Facilities’) to Unit 3 
(presently under construction) of its Waterford Steam 
Electric Generating Station in St. Charles Parish, 
Louisiana (‘‘Waterford 3’’), by sale and repurchase of 
such facilities. 


To effect the contemplated financing of the pollution 
control facilities at the St. Charles Stations, Louisiana 
proposes to enter into a sale agreement with the Parish 
of St. Charles, Louisiana (‘‘St. Charles Agreement’’). 
The St. Charles Agreement will provide for the 
construction, installation, equipment and completion of 
the pollution control facilities at the St. Charles Stations 
(‘‘St. Charles Facilities’’) by Louisiana and for the 
issuance and sale by the Parish of pollution control 
revenue bonds (‘‘St. Charles Series 1977 Bonds’’) in 
the principal amount of $4,000,000, sufficient to cover 
construction and related costs of such facilities. The 
proceeds derived from the sale of said bonds will be 
deposited with a Trustee pursuant to an Indenture (‘‘St. 
Charles Indenture’’) to be entered into by the Parish 
and the Trustee. The St. Charles Agreement further 
provides for the sale by Louisiana of the St. Charles 
Facilities to the Parish (in one or more completed 
portions) for cash, which is to be paid by the Trustee 
out of such proceeds, and for the simultaneous 
repurchase of said facilities by Louisiana from the 
Parish, on an installment payment basis, for an 
aggregate price equal to the amount of money that will 
be required to fully pay or retire the St. Charles Series 
1977 Bonds in accordance with their terms. Title to said 
facilities or any portion thereof will be transferred to 
the Parish and the Parish will, simultaneously with 
each conveyance, reconvey said facilities to Louisiana. 


The repurchase price will be an amount equal to the 
aggregate principal amount of the Series 1977 Bonds 
and will be payable by Louisiana in semi-annual install- 
ments over a term of years. Louisiana will also pay as 
interest on the purchase price an amount equal to the 
interest and premium, if any, on said bonds. Such 
installment payments are to be made directly to the 
Trustee pursuant to an assignment and pledge thereof 
by the Parish to the Trustee as set forth in the St. 
Charles Indenture and as assented to by Louisiana in 
the St. Charles Agreement. 


The St. Charles Agreement will provide that Louisiana 
may prepay the repurchase price at any time upon pay- 
ment of a premium corresponding to the redemption 
premium on the St. Charles Series 1977 Bonds as 
provided in the St. Charles Indenture. Said bonds are 
noncallable for redemption prior to July 1, 1987, except 
under certain conditions as specified in the St. Charles 
Agreement. 


To effect the contemplated financing of the Industrial 
Development Facilities at Waterford 3, Louisiana 
proposes that it will enter into a sale agreement with 
the Parish of St. Charles, Louisiana, (‘‘Industrial 
Development Agreement’’) and that the Parish will 
enter into an Indenture with a Trustee (‘‘Industrial 
Development Indenture’’), which, except as hereinafter 
set forth, are substantially similar to the St. Charles 
Agreement and the St. Charles Indenture, respectively. 
The Industrial Development Agreement will provide for 
the construction, installation and completion of the 
Industrial Development Facilities by Louisiana and for 
the issuance and sale by the Parish of industrial 
development revenue bonds (‘‘St. Charles Industrial 
Development Bonds’’) in the principal amount of 
$1,000,000, sufficient to cover construction and related 
costs of the Industrial Development Facilities. The 
Industrial Development Agreement further provides for 
the sale by Louisiana of the Industrial Development 
Facilities to the Parish for cash, to be paid by the 
Trustee out of the proceeds derived from the sale of 
said bonds, and for the repurchase of said facilities 
from the Parish on an installment payment basis in the 
same manner and under the same terms as the St. 
Charles Facilities. There will be no provision for the 
issuance of additional series of such bonds. The 
Industrial Development Agreement and_ Industrial 
Development Indenture will provide for the 
subordination by the Parish of all liens, conditions and 
rights in the Industrial Development Facilities in 
connection with the resale to Louisiana of said facilities. 
This subordination will be in lieu of the waiver by the 
Parish of all liens and resolutory conditions in 
connection with the resale to Louisiana of the St. 
Charles Facilities as set forth in the St. Charles 
Agreement and St. Charles Indenture. 


To effect the contemplated financing of the pollution 
control facilities at the Sterlington Station in Ouachita 
Parish (‘‘Ouachita Facilities’’), Louisiana proposes that 
it will enter into a sale agreement with the Parish of 
Ouachita, Louisiana (‘‘Ouachita Agreement’’) and that 
said Parish will enter into an Indenture with a Trustee 
(‘‘Ouachita Indenture’’) which, except as hereinafter 
set forth, are substantially similar to the St. Charles 
Agreement and the St. Charles Indenture, respectively. 
The Ouachita Agreement will provide for the construc- 
tion, installation, equipment and completion of the 
Ouachita Facilities, and for the issuance and sale by the 
Parish of its pollution control revenue bonds (the 
‘Ouachita Bonds’’) in the principal amount of 
$2,000,000 sufficient to cover construction and related 
costs of said facilities. The Ouachita Agreement further 
provides for the sale by Louisiana of the completed 
facilities to said Parish for cash, to be paid by said 
Trustee out of the proceeds derived from the sale of 
said bonds and for the simultaneous repurchase of said 
facilities from the Parish on an installment payment 
basis, in the same manner and under the same terms as 
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hereinabove set forth with respect to the St. Charles 
Facilities. 


Each issue of bonds will mature thirty years after the 
first day of the month in which it is (initially) issued and 
be subject to a mandatory sinking fund which will retire 
not less than 25% of the aggregate principal amount of 
said issue prior to maturity. Each of the sale 
agreements provides that the Parish will sell, issue and 
deliver the bonds as and when but only if requested by 
Louisiana, provided that the issuance date requested by 
Louisiana shall be no later than December 1, 1977. 
Louisiana will not be a party to any of the Indentures 
nor to the underwriting arrangements for any of the 
bonds. Louisiana states that since the amounts of the 
respective installment payments to be made by 
Louisiana in payment of the respective repurchase 
prices will be determined by the interest rate or rates of 
the respective bond issues, Louisiana will request the 
sale, issuance and delivery of such bonds only if it 
considers satisfactory the interest rate or rates thereof 
offered (and the amounts of underwriter’s fees 
proposed) by the underwriter or underwriters, and only 
with the further authorization of this Commission. 
Louisiana understands that interest payable on any of 
the bonds will be exempt from Federal income taxes. It 
is Louisiana’s further understanding that the interest 
rates on bonds and other debt obligations, the interest 
on which is so tax exempt, historically have been and 
can be expected at the time of issuance of said bonds to 
be 1-%2% to 2-%2% lower than the rates of obligations 
of like tenor and comparable quality, interest on which 
is not so exempt. 


The fees, expenses and commissions incurred or to be 
incurred by Louisiana in connection with the proposed 
transactions are estimated to aggregate $34,000, which 
includes the filing fee paid to this Commission, $21,000 
for legal fees and $11,000 for auditor’s fees. It is stated 
that no State or Federal commission, other than this 
Commission, has jurisdiction over the transactions pro- 
posed. 


Due notice of the filing of said application has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20043), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application, as amended, be granted: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, 
as amended, be, and it hereby is, granted, effective 
forthwith, subject to the terms and conditions pre- 
scribed in Rule 23 promulgated under the Act. 
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IT IS FURTHER ORDERED that jurisdiction be, and it 

hereby is, reserved with respect to the semi-annual in- 

stallment payment obligations to be undertaken by 

Louisiana pursuant to the proposed Agreements with 

the Parishes, insofar as they are affected by ine® a 
effective interest rate or rates of the Bonds to be sold by 

the Parishes in connection with transactions proposed 

in this proceeding. 


For the Commission, by the Division of Corporate Re- 
gulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20074/ June 15, 1977 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New Orleans, Louisiana 


(70-6010) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
SHORT-TERM NOTES TO BANKS 


Middle South Utilities, Inc. (‘‘Middle South’’), a regis- 
tered holding company, has filed a declaration and an 
amendment thereto with this Commission pursuant to 
Sections 6(a) and 7 of the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) regarding the following 
proposed transaction. 


Middle South proposes to issue and sell, pursuant to a 
$218.5 million revolving credit agreement (‘‘Credit 
Agre2ment’’), its unsecured short-term promissory 
notes to a group of commercial banks headed by Manu- 
facturers Hanover Trust Company (‘‘MHTC’’). Under 
the terms of the Credit Agreement, Middle South may 
borrow and reborrow until June 30, 1978, up to an ag- 
gregate of $218.5 million outstanding at any one time, 
to be evidenced by its unsecured promissory noes @® & 
payable 90 days from the date of issuance thereof, but 
in no event later than June 30, 1978 (‘‘Notes’’). The 
Notes will be issued to the participating banks to the 
extent of their participation (collectively, the ‘‘Commit- 
ments’’) as follows: 


Name of Bank 


> * Manufacturers Hanover Trust Company 


The First National Bank of Chicago 


Bank of America National Trust and Savings Association 
Continental Illinois National Bank and Trust Company of Chicago 


The First National Bank of Boston 

The Northern Trust Company 

Irving Trust Company 

Morgan Guaranty Trust Company of New York 
North Carolina National Bank 

First Pennsylvania Bank, N.A. 

The Fidelity Bank 

Crocker National Bank 

Hartford National Bank and Trust Company 


Each subsequent borrowing and each payment by 
Middle South will be made pro rata among the partic- 
ipating banks according to their original Commitment, 
with appropriate adjustment for the interest rate differ- 
ential. 


The Notes issued to those banks designated as A Banks 
in the Credit Agreement will bear interest from the date 
thereof on their unpaid principal amount at a rate per 
annum equal to 105% of the commercial loan rate of 
MHTC from time to time in effect on borrowings having 
a 90-day maturity by its most responsible and substan- 
tial domestic corporate borrowers (‘‘MHTC Rate’’). 
The Notes issued to those banks designated as B Banks 
in the Credit Agreement will bear interest from the date 
thereof on their unpaid principal amount at a rate per 
annum equal to 115% of the MHTC Rate. Middle South 
will agree to pay to each participating bank a commit- 
ment fee for the period from and including June 30, 
1977, to June 30, 1978 (or any earlier date of termi- 
nation of the Commitments), computed at the rate of % 
of 1% per annum on the average daily unused portion 
of the Commitments in effect during the period for 
which payment is made. Based on a6-1/4% prime rate, 
the weighted average interest cost, assuming balances 
of 10% on the line from the A Banks, would be 7.29%, 
and on the B Banks would be 7.19%. 


Middle South presently intends to repay the principal of 
the Notes out of the proceeds of the sale of additional 
shares of its common stock. The Notes will be prepay- 
able at any time on two business days’ notice in whole 
or in part without premium. Middle South shall have 


Maximum Amount 


Group to be Borrowed 





$61,300,000 
35,000,000 
25,000,000 
20,000,000 
15,000,000 
11,100,000 
11,100,000 
10,000,000 
10,000,000 
5,000,000 
5,000,000 
5,000,000 
5,000,000 


$218,500,000 


rPrrrwarwoarowwrw 


Total 


the right at any time on three business days’ notice to 
the participating banks to terminate, or, from time to 
time, to reduce the Commitments, at which time it will 
prepay the Notes and accrued interest thereon to the 
extent that the aggregate principal amount thereof then 
exceeds the Commitments. 


The initial borrowing under the Credit Agreement will 
be used for the payment of short-term notes issued by 
Middle South to MHTC and various commercial banks 
under a Credit Agreement dated as of June 1, 1976 (See 
File No. 70-5863). As of February 28, 1977, such notes 
payable amounted to $62 million and, it is estimated, 
will amount to $93 million at the time the initial bor- 
rowing is made under the Credit Agreement. Such 
borrowings were utilized by Middle South to purchase, 
at various times, the common stocks of certain of its 
subsidiary companies. Subsequent borrowings under 
the Credit Agreement wil! be used by Middle South to 
purchase additional common stock of its subsidiaries. 
The issuance and acquisition of such common stock will 
be the subject of separate filings with this Commission. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the pro- 
posed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20041), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
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thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20075/ June 15, 1977. 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


(70-6007) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE 
BIDDING 


Arkansas Power & Light Company (‘‘Arkansas’’), an 
electric utility subsidiary of Middle South Utilities, Inc., 
a registered holding company, has filed an application 
and amendments thereto with this Commission pur- 
suant to Section 6(b) of the Public Utility Holding Com- 
pany Act of 1935 (‘‘Act’’) and Rule 50 promulgated 
thereunder regarding the following proposed trans- 
action. 


Arkansas proposes to issue and sell, subject to the com- 
petitive bidding requirements of Rule 50 promulgated 
under the Act, $11,000,000 principal amount of its First 
Mortgage Bonds, % Series due June 1, 2007. The inter- 
est rate on the bonds (which will be a multiple of 1/8 of 
1%) and the price, exclusive of accrued interest, to be 
paid to Arkansas (which will be not less than 100% nor 
more than 102-3/4% of the principal amount thereof) 
will be determined by the competitive bidding. The 
bonds will be issued under Arkansas’ Mortgage and 
Deed of Trust dated as of October 1, 1944, to Morgan 
Guaranty Trust Company of New York, Trustee, as 
heretofore supplemented and as to be further supple- 
mented by a Twenty-ninth Supplemental Indenture to 
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be dated as of June 1, 1977, which includes a pro- 
hibition until June 1, 1982, against refunding the bonds 
with the proceeds of funds borrowed at a lower effective 
interest cost. » 4 
Prior to the effective date of Arkansas’ Twenty-eighth 
Supplemental Indenture dated as of July 1, 1975, 
Arkansas’ Mortgage and Deed of Trust as amended 
provided that in the computation of the ‘‘two times in- 

terest’’ coverage test for the issuance of additional 

bonds, the amount of the company’s nonoperating 

income (as defined) that may be taken into account 

would not exceed 15% of the sum of net operating 

income plus nonoperating income. This provision 

differs from the analogous provision of the Commis- 

sion’s Statement of Policy in respect of first mortgage 

bonds (‘‘Policy Statement’’) adopted February 16, 1956 

(HCAR No. 13105), which restricts the inclusion of non- 
operating income to an amount not exceeding 10% of 
operating income. In recent years, the Indenture pro- 

vision has resulted in higher computed interest cover- 

ages than would have resulted from the provision pre- 

scribed by the Policy Statement. 


As a first step toward conforming the Indenture 
provision with that of the Policy Statement, Arkansas’ 
Twenty-eighth Supplement Indenture dated a8 of July 
1, 1975, amended the Indenture provision so as to 
provide that, effective with the first series of bonds to -* a 
be issued after December 31, 1975, the amount of in- 
cludable nonoperating income would not exceed 14% of 
the sum of net operating income plus nonoperating 
income. It is proposed in the instant filing that 
Arkansas’ Twenty-ninth Supplemental Indenture to be 
dated as of June 1, 1977, provide that, effective with 
the first series of bonds to be issued after December 31, 
1977, the amount of includable nonoperating income 
shall not exceed 13% of the sum of net operating 
income plus nonoperating income. It is contemplated 
that said percentage will be successively reduce further 
in future supplemental indentures so that the Indenture 
provision (including, ultimately, the base to which the 
percentage shall apply) will finally conform in sub- 
stance with the analogous provision of the Policy 
Statement. 


Arkansas proposes to utilize the net proceeds from the 
issuance and sale of the proposed bonds to pay 
$11,000,000 principal amount of its First Mortgage 
Bonds, 2-7/8% Series due 1977, which mature on July 
151977. 


The Arkansas Public Service Commission and the * s 
Tennessee Public Service Commission have authorized 

the proposed issuance and sale of the bonds. No other 

State commission and no Federal commission, other 

than this Commission, has jurisdiction over the 

proposed transaction. 


Due notice of the filing of said application has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20029), and no hearing has 
beer requested of or ordered by the Commission. Upon 


> @: basis of the facts in the record, it is hereby found 


hat the applicable standards of the Act and the rules 

thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application, as amended, be granted: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, 
as amended, be, and it hereby is, granted, effective 
forthwith, subject to the terms and _ conditions 
prescribed in Rules 24 and 50 promulgated under the 
Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





Release No. 20076/June 15, 1977 


2 @ ieee UTILITY HOLDING COMPANY ACT OF 1935 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


(70-6009) 


ORDER AUTHORIZING SALE OF PARTIAL INTER- 
EST IN COAL-FIRED ELECTRIC GENERATING FA- 
CILITY 


Arkansas Power & Light Company (‘‘AP&L’’), an elec- 
tric utility subsidiary of Middle South Utilities, Inc., a 
registered holding company, has filed a declaration and 
amendments thereto with this Commission pursuant to 
Section 12(d) of the Public Utility Holding Company Act 
of 1935 (‘‘Act’’), and Rule 44 promulgated thereunder 
as applicable to the proposed transaction. 


AP&L proposes to sell to Arkansas Electric Cooperative 
Corporation (‘‘AECC’’), an electric cooperative 
corporation organized and existing under the laws of 
the State of Arkansas, a 35 percent undivided owner- 
ship interest as tenant in common in two 700 MW nom- 
inally rated coal-fired generating units known as White 
Bluff Units Nos. 1 and 2 (‘‘White Bluff Plant’’) to be 
located near Redfield, in Jefferson County, Arkansas 
and originally planned to be constructed and owned by 


AP&L. AP&L will obtain from the corporate trustee 
under its Mortgage and Deed of Trust, dated as of 
October 1, 1944, as supplemented, a release of such un- 
divided ownership interest in the White Bluff Plant as 
will be sold to AECC and will retain a 65 percent undi- 
vided ownership interest in such Plant. 


AP&L’s sale of such partial interest in the White Bluff 
Plant will be governed by the terms of an ownership 
agreement (‘‘Ownership Agreement’’) between AP&L 
and AECC. The Ownership Agreement will provide 
that AECC is to pay AP&L an amount equal to 35 per- 
cent of AP&L’s cost incurred in the construction of the 
White Bluff Plant (AECC’s share estimated as of May 
31, 1977, to be $47,680,000) plus 35 percent of AP&L’s 
cost of money to finance such construction (AECC’s 
share estimated as of May 31, 1977, to be $7,535,000). 


After the closing, AP&L is to complete the construction 
of the White Bluff Plant on its own behalf and as agent 
for AECC, and AECC is to make monthly payments in 
advance to AL&P in respect of 35 percent of all addi- 
tional costs to be incurred in the construction and com- 
pletion of the White Bluff Plant. The Ownership Agree- 
ment will further provide that the respective invest- 
ments of AP&L and AECC in the construction of the 
White Bluff Plant, and consequently the respective un- 
divided ownership interests of each party, may be 
adjusted under certain circumstances due to (1) the 
availability of an equivalent amount of more economical 
energy to AP&L from other sources, (2) AP&L’s not re- 
quiring the capacity and energy from the White Bluff 
Plant, or (3) the inability of either AP&L or AECC to 
finance its respective investment in the continuing con- 
struction of the White Bluff Plant. 


In addition to the above payments to be made by AECC 
to AP&L with respect to its acquisition of an undivided 
ownership interest in the White Bluff Plant, and in 
recognition of the fact that AP&L has incurred certain 
overhead costs and has developed expertise in the con- 
struction, operation and maintenance of the White 
Bluff Plant to the benefit of AECC, AECC is to pay to 
AP&L $875,000 at the ciosing and an additional 
$875,000 no later than January 2, 1978. In the event 
that AECC is unable to obtain permanent financing by 
means of a long-term loan guaranteed by the Rural 
Electrification Administration, AP&L will be required 
to repurchase AECC’s interest in the White Bluff Plant 
within two years from the date of closing. 


AP&L expects to apply the total proceeds of the sale, 
estimated not to exceed $59,000,000, to the repayment 
of short-term indebtedness incurred to finance its con- 
struction program. 


AP&L will also enter into an operating agreement with 
AECC (‘‘Operating Agreement’’) providing for the sole 
operation and maintenance of the White Bluff Plant by 
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AP&L. In general, AECC will be responsible for that 
portion of all costs of operation and maintenance, other 
than fuel costs, in accordance with its ownership inter- 
est. AECC will also make payments to AP&L for fuel 
costs for all electricity generated at the White Bluff 
Plant for its account. The Operating Agreement will 
further provide for the sharing by AECC of certain 
other overhead, administrative and general expenses 
and costs to be incurred by AP&L in operating and 
maintaining the White Bluff Plant. The Operating 
Agreement will terminate on the earlier of the date the 
White Bluff Plant is retired from commercial service or 
December 31, 2015, or on such other date as is agreed 
to by the parties thereto. 


In addition to the above described transaction, AP&L 
has made similar arrangements for the sale to City 
Water and Light Plant of the City of Jonesboro, 
Jonesboro, Arkansas (‘‘CWL’’), of a 5 percent un- 
divided ownership interest as tenant in common in the 
White Bluff Plant. Assuming that the closing of such 
sale were to take place on August 1, 1977, AP&L would 
expect to receive approximately $8,831,000 from CWL 
in respect of the purchase of such undivided ownership 
interest. Such sale and subsequent operation of the 
White Bluff Plant will be governed by the same Owner- 
ship and Operating Agreements which will govern the 
relationship of AP&L and AECC with respect to the 
White Bluff Plant. The sale to CWL is excepted from 
the provisions of the Act by reason of Rule 44(b)(3) pro- 
mulgated thereunder. 


The fees and expenses to be incurred in connection with 
the proposed transaction are estimated at $26,000, in- 
cluding legal fees of $24,000. The Arkansas Public 
Service Commission has authorized the proposed trans- 
action. It is stated that no other state commission and 
no federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20042), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to thaiterms and conditions 
prescribed in Rule 24 promulgated under the Act. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20077/ June 15, 1977 


See 


SECURITIES ACT OF 1933 
Release No. 5835/June 15, 1977 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9813/June 13, 1977 


In the Matter of 


STANDARD SHARES, INC. 
230 Park Avenue 
New York, New York 10017 


(812-4128) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTIONS 6(c) AND 17(b) OF THE ACT FOR AN 
ORDER EXEMPTING CERTAIN TRANSACTIONS 
FROM THE PROVISIONS OF SECTION 17(a) OF THE 
ACT 


NOTICE IS HEREBY GIVEN that Standard Shares, Inc. 
(‘‘Applicant’’), a closed-end, non-diversified manage- 
ment company, registered under the Investment 
Company Act of 1940 (‘‘Act’’), filed an application on 
April 25, 1977, pursuant to Sections 6(c) and 17(b) of 
the Act for an order permitting Applicant to exchange a 
6% unsecured promissory note (the ‘‘Note’’) of Brand 
Insulations, Inc. (‘‘Brand’’), in principal amount of 
$1,000,000, payable on May 1, 1977, for a new 
promissory note (the ‘‘New Note’’) of Brand, in 
principal amount of $1,000,000, payment upon which 
will not be due until 1979, when semi-annual payments 
of $250,000 each will commence. All interested persons 
are referred to the application on file with the 
Commission for a statement of the representations 
made therein, which are summarized below. 








Applicant asserts that Brand, which is engaged 
primarily in the mechanical insulation contracting 
business, has approximately 820 common.  stock- 
holders, including Applicant, which holds nearly 51% 
f the outstanding voting shares. Applicant further 
States that if it were to exercise certain conversion 
rights, it would hold approximately 90% of Brand’s 
outstanding common shares and 91% of its outstanding 
voting shares. By reason of its ownership of Brand 
voting securities, Applicant is an affiliated person of 
Brand as defined in Section 2(a)(3) of the Act to include 
as an affiliated person of another person any person 
owning 5% or more of the outstanding voting securities 
of such other person and any person controlling such 
other person. 


Applicant states that at January 31, 1977, it had total 
assets of approximately $122,700,000, of which approx- 
imately $2,270,000, or less than 2%, were invested in 
Brand in the form of common and preferred stock and 
several notes. 


The application states that, in April, 1976, when 
Applicant initially made its investment in Brand, it was 
assumed by the parties that Brand would be able to 
meet its then restructured debt obligations, including 
its obligation to repay $1,000,000 on May 1, 1977, pur- 
suant to the terms of the Note. Applicant states, how- 


Directors and Applicant’s management, that payment 


s Qo: that it is presently the opinion of Brand’s Board of 


of the Note at its May 1, 1977, maturity date would have 
strained Brand’s resources and put Brand into a pre- 
carious financial condition. 


Applicant further asserts that Brand’s particular pro- 
blem in repaying the Note is the effect which such re- 
payment would have upon its working capital. It is as- 
serted that Brand must maintain a significantly better 
than marginal level of working capital in order to con- 
vince builders and prime contractors that it is now a 
reliable bidder with respect to work scheduled to begin 
a year to two years in the future. The application fur- 
ther represents that although Brand’s new manage- 
ment has achieved considerable success in managing 
the difficult cash flow problems, it has been able to ob- 
tain only a $1,000,000 line of bank credit, which is 
approximately half the amount it has sought and which 
is insufficient to finance Brand’s cyclical cash flow 
problems and pay in full the $1,000,000 that was due on 
the Note at May 1, 1977. 


Accordingly, Applicant and Brand have agreed in an 
Extension Agreement to defer payment of the 
$1,000,000 obligation until April 1, 1979, at which time 
Brand will make the first of four semi-annual 
installments of $250,000 of the New Note. These 
arrangements take into account, and assume, that 
Brand will pay, at maturity, an existing $300,000 note 
held by Applicant, which matures on January 2, 1978. 


The New Note provides that Applicant can demand 
payment in full either upon default of certain other 
obligations of Brand or on or after January 2, 1980. 


The proposed exchange of the New Note for the Note 
might be deemed to constitute a sale of the New Note to 
Applicant, in violation of Section 17(a) of the Act, 
which, in pertinent part, prohibits an affiliated person 
of a registered investment company, acting as 
principal, from selling any security to such registered 
company. Consequently, Applicant seeks an exemption 
from Section 17(a) pursuant to Section 17(b) of the Act, 
which provides that the Commission upon application 
shall exempt a proposed transaction from the 
provisions of Section 17(a) if evidence establishes that 
the terms of the proposed transaction, including the 
consideration to be paid or received, are fair and 
reasonable and do not involve overreaching on the part 
of any person concerned and that the proposed 
transaction is consistent with the policy of each 
registered investment company concerned and with the 
general purposes of the Act. 


Applicant asserts that the exchange of the New Note for 
the Note will be fair and reasonable to Brand in that 
deferral of payment will alleviate Brand’s continuing 
shortage of working capital, strengthen Brand’s interim 
financial resources and assist it in obtaining jobs from 
potential builders and prime contractors and enable 
Brand to repay the $1,000,000 on the new maturity 
dates without undue strain on its cash flow and working 
capital position. In general, Applicant asserts that to 
the extent that Brand is re-established as a viable 
entity, all of Brand’s shareholders will benefit. 


The application further states that, in the opinion of 
Applicant, the proposed exchange would be fair to, and 
benefit, Applicant in that it is preferable to forego the 
short-term benefits of receiving $1,000,000 on May 1, 
1977, given the possible adverse consequences such a 
payment might have upon the potential value of 
Applicant’s investment in Brand; deferral could 
materially increase the long-term profitability potential 
of Applicant’s investment in Brand; and a $1,000,000 
debt investment in Brand yielding 6% is not unreason- 
able given Brand’s regular interest payment record, the 
insertion of protective default provisions in the New 
Note and the probability that if Standard had received 
payment on the Note on May 1, 1977, Brand would 
be unable to pay the $300,000 note due Applicant on 
January 2, 1978. Applicant further states that, by 
reason of an agreement with the holders of Brand 
Series A Preferred Shares, Applicant would, if it had 
received repayment of the $1,000,000, have been 
required to apply approximately $510,000 of such 
amount to the purchase of such shares. To the extent of 
that amount, therefore, receipt of repayment would, in 
effect, constitute for Applicant an exchange of a Brand 
Note for Brand Series A Preferred Shares. 


SEC DOCKET/887 








The application also states that the proposed exchange 
would be consistent with Applicant’s policies with 
respect to securities investments, would not involve 
overreaching on the part of any person concerned, and 
would be consistent with the protection of investors and 


the purposes fairly 
provisions of the Act. 


intended by the policy and 


The application pertains to a transaction which might 
be deemed to have been consummated as of May 1, 
1977, the maturity date of the Note, at which time 
Applicant elected not to demand payment on the Note. 
While the application was filed before such date, it also 
requests relief pursuant to Section 6(c) of the Act, 
which provides that the Commission may conditionally 
or unconditionally exempt any person or transaction 
from any provision of the Act if and to the extent that 
such exemption is necessary or appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 8, 1977, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as to 
the nature of his interest, the reason for such request, 
and the issues, if any, of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any 
such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address 
stated above. Proof of such service (by affidavit, or in 
case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will 
be issued as of course following said date unless the 
Commission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons who re- 
quest a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9814/June 13, 1977 
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In the Matter of 


LIQUIFUND, INC. 
75 West 190th Street 
Bronx, New York 10468 


(811-2519) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 8(f) OF THE ACT FOR AN ORDER 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY. 


NOTICE IS HEREBY GIVEN that Liquifund, Inc. 
(‘‘Fund’’), a Maryland corporation registered under the 
Investment Company Act of 1940 (‘‘Act’’) as a 
non-diversified, open-end management investment 
company, filed an application on December 24, 1976, 
and amendments thereto on May 21, 1977, and June 
10, 1977, for-an order of the Commission, pursuant to 
Section 8(f) of the Act, declaring that the Fund has 
ceased to be an investment company as defined in the 
Act. All interested persons are referred to the 
application on file with the Commission for a statement 
of the representations contained therein, which are 
summarized below. 

According to the application, the Fund was 
incorporated in Maryland on April 8, 1974, and 
registered as an investment company under the Act on 2 
November 7, 1974; Liquifund Management Corporation 
serves as investment adviser to the Fund. The Fund 
represents that its shares were not registered under the 
Securities Act of 1933 and that the Fund never made, 

nor now intends to make, a public offering of its shares. 

The Fund represents further that four shareholders 
have held all of the capital stock issued by the Fund 
consisting of 10,200 shares, and that no others sales 
took place nor were any shares of the Fund redeemed. 
According to the Fund, the four shareholders of the 
Fund consist of three individuals and a closed corpor- 
ation owned by two persons. The application states that 

the Fund has invested only in certificates of deposit and 

that, as of December 24, 1976, the assets of the Fund 
consisted of an $100,000 certificate of deposit, accrued 
interest thereon, and a nominal amount of cash. 


According to the application, because of the inactivity 
of the Fund and the expense of maintaining it, the 
Board of Directors of the Fund recommended, and the 
shareholders, on November 15, 1976, unanimously 
voted, to cease operations, to dissolve and to liquidate 
the Fund. The Fund represents that on December 13, 
1976, adistribution of $102,000 in cash was made to the 
shareholders, on a pro rata basis, for all shares of the ¢ a 
Fund, and that no shares of the Fund remain 
outstanding. The Fund represents further that is in the 
process of filing for voluntary dissolution under the 
laws of the state of Maryland, and that it has retained 





$355.51 in cash as a reserve for estimated general 
liquidation expenses. 


Section 8(f) of the Act provides, in part, that when the 
Commission, upon application, finds that a registered 
investment company has ceased to be an investment 
company, it shall so declare by order, and that, upon 
the taking effect of such order, the registration of such 
company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 7, 1977, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as to 
the nature of his interest, the reason for such request, 
and the issues, if any, of fact or law proposed to be con- 
troverted, or he may request that he be notified if the 
Commission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D.C. 
20549. A copy of such request shall be served person- 
ally or by mail upon the Fund at the address stated 
above. Proof of such service (by affidavit or, in case of 
an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will 
be issued as of course, following said date, unless the 
Commission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9815/June 14, 1977 


In the Matter of 


SCUDDER, STEVENS & CLARK 
COMMON STOCK FUND, INC. 
175 Federal Street 

Boston, Massachusetts 02110 


SCUDDER, STEVENS & CLARK 
175 Federal Street 
Boston, Massachusetts 02110 


(812-4122) 


ORDER PURSUANT TO SECTION 17(d) OF THE ACT 
AND RULE 17d-1 THEREUNDER 


Scudder, Stevens & Clark Common Stock Fund, Inc. 
(‘‘Fund’’), an open-end, diversified management 
investment company registered under the Investment 
Company Act of 1940 (‘‘Act’’), and Scudder, Stevens & 
Clark, the Funds investment adviser (‘‘Adviser’’) 
(collectively, ‘‘Applicants’’), filed an application on 
April 8, 1977, and an amendment thereto on May 12, 
1977 pursuant to Section 17(d) of the Act and Rule 
17d-1 thereunder for an order to the extent necessary 
(1) to permit the Adviser and the Fund to join in the 
sharing of certain of the Fund’s expenses in connection 
with the proposed acquisition by the Fund, in exchange 
for shares of the Fund, of substantially all the assets of 
Fund for Mutual Depositors, Inc. (‘‘FMD’’), a 
registered open-end diversified investment company, 
and (2) to permit the Adviser to pay FMD $65,000 in 
connection with such acquisition. 


On May 20, 1977 a notice was issued (Investment 
Company Act Release No. 9775) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as of 
course unless a hearing should be ordered. No request 
for a hearing has been filed, and the Commission has 
not ordered a hearing. 


The matter has been considered, and it is found that the 
participation of the Fund in such transactions, on the 
basis proposed, is consistent with the provisions, 
policies and purposes of the Act, and that such 
participation is not a basis less advantageous than that 
of other participants. Accordingly, 


IT 1S ORDERED, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, that the application to 
permit the Fund and the Adviser to consummate the 
proposed transactions in connection with the 
acquisition by the Fund of substantially all the assets of 
FMD be, and hereby is, granted. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9816/ June 14, 1977 


In the Matter of 
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KEYSTONE CUSTODIAN FUNDS, INC., 
as Trustee of 


KEYSTONE CUSTODIAN FUND, SERIES 
S-1, and 


KEYSTONE CUSTODIAN FUND, SERIES 
$-2 

99 High Street 

Boston, Massachusetts 02104 


(812-4121) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING PROPOSED COMBINATION OF TWO 
FUNDS FROM SECTION 17(a) OF THE ACT 


On May 17, 1977, a notice was issued (Investment 
Company Act Release No. 9773) of the filing of an 
application on April 8, 1977, and an amendment thereto 
on May 13, 1977, by Keystone Custodian Funds, Inc., 
as Trustee of Keystone Custodian Fund, Series S-1 (the 
‘*S-1 Fund’’) and Keystone Custodian Fund, Series S-2 
(the ‘‘S-2 Fund’’), pursuant to Section 17(b) of the 
Investment Company Act of 1940 (the ‘‘Act’’) for an 
order exempting a proposed combination of the S-1 
Fund and the S-2 Fund pursuant to an Agreement and 
Plan of Reorganization from the provisions of Sections 
17(a)(1) and (2) of the Act. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found that the 
terms of the proposed transaction, including the 
consideration to be paid or received, are fair and 
reasonable and do not involve any overreaching on the 
part of any person concerned, and that the proposed 
transaction is consistent with the policy of each of the 
Funds and with the general purposes of the Act. Ac- 
cordingly, 


IT 1S ORDERED, pursuant to Section 17(b) of the Act 
that the proposed combination of the S-1 Fund and the 
S-2 Fund be, and hereby is, exempted from the 
provisions of Sections 17(a)(1) and (2) of the Act. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9817/June 15, 1977 


See 


SECURITIES ACT OF 1933 
Release No. 5835/June 15, 1977 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9818/June 15, 1977 


In the Matter of 


FUND FOR MUTUAL DEPOSITORS, INC., 
MUTUAL DEPOSITORS SERVICE CORP. 
200 Park Avenue 

New York, New York 10017 


and 


ROGER F. MURRAY, 2ND 
Columbia University 
Graduate School of Business 
625 Uris Hall 

New York, New York 10027 


(812-4119) 


ORDER PURSUANT TO SECTION 17(d) OF THE ACT 
AND RULE 17d-1 THEREUNDER PERMITTING 
CONSUMMATION OF CERTAIN PROPOSED TRANS- 
ACTIONS. 


On May 20, 1977, a notice was issued (Investment 
Company Act Release No. 9774) of an application filed 
on April 5, 1977, and an amendment thereto on April 
28, 1977, by Fund for Mutual Depositors, Inc. 
(‘‘FMD’’), an open-end, diversified management 
investment company registered under the Investment 
Company Act of 1940 (‘‘Act’’), Mutual Depositors 
Service Corp. (‘‘Service Corp.’’) and Roger F. Murray, 
2nd (‘‘Murray’’), pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, for an order of the 
Commission (1) permitting an agreement whereby 
Service Corp. will indemnify FMD up to $20,000 for 
certain presently unascertained liabilities, and (2) 
permitting Murray to provide certain required 
collateral to secure FMD’s indemnity of Scudder, 
Stevens & Clark Common Stock Fund, Inc., an 
open-end, diversified management investment com- 
pany registered under the Act, under an Agreement 
and Plan of Reorganization. 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing of 








the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found on the 
basis of the information contained in the application, 
that the participation of FMD in the proposed trans- 
actions is consistent with the provisions, policies and 
purposes of the Act and is not on a basis less 
advantageous than that of any other participant. 
Accordingly, 


IT IS ORDERED, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, that said application to 
permit the consummation of the proposed transactions 
between FMD and the Service Corp. and Murray, be 
and hereby is granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9819/June 16, 1977 


See 


SECURITIES ACT OF 1933 
Release No. 5836/June 16, 1977 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9820/ June 16, 1977 


Admin. Proc. File No. 3-5065 

In the Matter of 

RESERVE MANAGEMENT CORPORATION 
THE RESERVE FUND, INC. 

810 Seventh Avenue 

New York, New York 

(812-3902) 


ORDER WITHDRAWING APPLICATION AND DIS- 
MISSING PROCEDURES 


Reserve Management Corporation (‘‘Management’’) 
and The Reserve Fund, Inc. (‘‘Fund’’), a registered 
investment company, applied, pursuant to Section 6(c) 
of the Investment Company Act, for an order 
exempting from the provisions of Section 15(a) of the 
Act a proposed retroactive payment by Fund to 
Management for investment advisory services. 


Applicants now request that their application be 
withdrawn. 


Accordingly, IT 1S ORDERED that the application of 
Reserve Management Corporation and The Reserve 
Fund, Inc. be, and it hereby is, withdrawn, and that 
these proceedings be, and they hereby are, dismissed. 


For the Commission by the Office of Opinions and 
Review, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 7967/June 10, 1977 


SEC v. INTERNATIONAL SCANNING DEVICES, INC., 
et al. 


Civil 74-351 (W.D.N.Y.) 


William D. Moran, Administrator of the New York 
Regional Office of the Securities and Exchange Com- 
mission, announced that on April 23, 1977 the Honor- 
able John T. Curtin, United States District Judge for 
the Western District of New York, issued a judgment of 
permanent injunction against: (1) International 
Scanning Devices, Inc. (“ISD”), a Delaware corpora- 
tion which maintained, until August 1974, its principal 
place of business in Fort Erie, Ontario, Canada, and 
Louis P. Mirando (‘‘Mirando’’) (ISD’s president and 
majority shareholder), prohibiting them from further 
violations of the registration and reporting require- 
ments of the federal securities laws, Sections 5(a) and 
5(c) of the Securities Act of 1933 (‘‘Securities Act’’), 
and Section 13(a) of the Securities Exchange Act of 
1934 (‘‘Exchange Act’’) and Rules 13a-11 and 13a-13 
thereunder; and (2) Mirando and Columbia Security 
and Transfer, Inc. (‘‘CST’’) (a Canadian corporation of 
which Mirando is an officer), prohibiting them from 
further violations of the registration and anti-fraud pro- 
visions of the federal securities laws, Sections 5(a), 
5(c), and 17(a) of the Securities Act, and Section 10(b) 
of the Exchange Act and Rule 10b-5 thereunder. 


On April 6, 1977 the court issued its Decision and 
Order, wherein it found that from 1971 through 1974, 
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defendants ISD and Mirando sold over $1 million worth 
of ISD 10% Certificates of Indenture (‘‘ISD Inden- 
tures’’) to approximately 220 people, and defendants 
ISD and Mirando had not met their burden of proof that 
the sales of ISD Indentures constituted a private place- 
ment and were exempt from registration under the Se- 
curities Act. Although defendants ISD and Mirando 
sought to rely upon advice of counsel as a defense or as 
a mitigating factor, the court held that they failed to 
follow their attorney’s advice. In addition, the court 
found that ISD’s required reports filed with the Com- 
mission failed to disclose (a) the issuance of the ISD In- 
dentures, and (b) certain transactions between ISD and 
New Method Merchandising Company (‘‘NMMC’’), a 
Canadian corporation. ISD had attempted to acquire 
NMMC by exchanging ISD shares for NMMC shares; 
after the exchange of shares had begun, ISD became 
aware of certain adverse facts concerning NMMC, and 
cancelled the NMMC acquisition. Neither the acquisi- 
tion of NMMC, nor the subsequent termination of the 
exchange offer, were disclosed in ISD’s annual, quar- 
terly, or current reports. 


Judge Curtin also found that defendants Mirando and 
CST offered and sold unregistered brine contracts of 
International Chemical Development Corp. (‘‘ICDC’’),' 
which contracts the court found to be securities, i.e., 
investment contracts. In addition, the court found that 
ICDC’s promotional literature contained untrue state- 
ments of material facts, and omitted to state material 
facts, concerning (a) the technical complexity of the 
brine evaporation process, (b) the risks inherent in the 
process, (c) |CDC’s financial condition, and (d) injunc- 
tions previously obtained by the Commission against 
Mirando and James G. Macey, the manager of ICDC’s 
Utah operations.2 


In view of the foregoing, the court’s judgment of April 
23, 1977 ordered as ancillary relief that: (1) defendants 
ISD, Mirando, and CST account to the court and to 





‘On January 7, 1975 the court permanently enjoined 
ICDC from violations of the registration and anti- 
fraud provisions of the Securities Act and the Exchange 
Act. The judgment was entered upon the consent of 
ICDC, which neither admitted nor denied the 
substantive allegations of the Commission’s com- 
plaint. See Litigation Release No. 6714, 6 SEC Docket 
244. 


2On February 5, 1973 Mirando was permanently en- 
joined, upon consent, from violations of the registra- 
tion provisions of the Securities Act. SEC v. Inter- 
national Scanning Devices, Inc., et al., Civil Action File 
No. 39164 (E.D. Mich.). See Litigation Release No. 
5731, 1 SEC Docket 20. 
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ISD’s co-receivers® for all monies received from the sale 

of the ISD Indentures and ICDC brine contracts; (2) de- 

fendant ISD make an offer of rescission to the pur- 

chasers of ISD Indentures; and (3) defendant Mirando 

disgorge all proceeds received by him in connectio ‘ 
with the sale of ICDC brine contracts. 


For further information, please refer to Litigation Re- 
lease Nos. 6445 (4 SEC Docket 643), 6510 (5 SEC 
Docket 148), 6601 (5 SEC Docket 586), 6714 (6 SEC 
Docket 244), and 7367 (9 SEC Docket 533). 





Litigation Release No. 7968/June 10, 1977 


SEC v. CHARLES A. STEPHENS CO., 
PUERTO RICO, et al. 

(United States District Court, Commonwealth of Puerto 
Rico, Civil Action No. 77-842) 


INC. de 


Jule B. Greene, Administrator of the Atlanta Regional 
Office, and William Nortman, Associate Regional 
Administrator of the Miami Branch Office of the Securi- 
ties and Exchange Commission, announced the filing of 
a civil injunctive action on June 2, 1977, and the entry 


of Judgments and Permanent Injunction against 
Charles A. Stephens Co., Inc. de Puerto Rick é 





On November 30, 1971 James G. Macey, the manager 
of ICDC’s Utah operations, was permanently enjoined, 
after atrial, from violations of the registration and anti- 
fraud provisions of the Securities Act, Sections 5(a), 
5(c), and 17(a) of the Securities Act, and the anti-fraud 
and reporting requirements of the Exchange Act, and 
Sections 10(b), 12(g), 13(a), and 16(a) of the Exchange 
Act and Rules 10b-5, 13a-1, 13a-11, and 16a-1 there- 
under. SEC v. International Chemical Development 
Corp., C 81-70 (D. Utah). See Litigation Release No. 
5273. 


3On November 1, 1974, after a hearing, William H. 
Gardner, Esq. and John Orr were appointed 
co-receivers of defendant ISD. See Litigation Release 
No. 6601, 5 SEC Docket 586. It appears that this 
appointment constitutes the first instance in which re- 
ceivers were appointed, at the request of the 
Commission, for a corporation with no tangible assets 
located in the United States. ISD’s only jurisdictional 
contacts with the United States were (1) its incorpors: ' 
tion in Delaware, (2) its sales of securities in this 
country, as described above, and (3) the registration in 
the United States Patent Office of various patents it 
owned. 


(‘Stephens Co.’’) and Charles A. Stephens 
(‘‘Stephens’’). The injunctions were entered on June 3, 
1977. 


3 he Commission’s Complaint alleged that Stephens Co. 


nd Stephens, from 1964 to date, offered, sold, and de- 
livered after sale, unregistered securities in the form of 
common stock and evidences of indebtedness of 
Stephens Co., to investors located in fourteen states, as 
well as Puerto Rico and the Bahamas, and realized 
proceeds of nearly $500,000. The Complaint further 
alleged that these sales were made to raise funds to 
finance the development of property belonging to 
Stephens Co. in Yabucoa and Maunobo, Puerto Rico. 


In addition, the Complaint alleged that Stephens Co. 
and Stephens violated the anti-fraud provisions of the 
federal securities laws by, among other things, 
misrepresenting to purchasers and prospective 
purchasers of Stephens Co. securities the financial 
condition, net worth and operations of Stephens Co.; 
the value of Stephens Co. stock, and the value of the 
Stephens Co. property and omitting to state the risks 
involved, including the prospects of successfully 
developing, subdividing and selling the property owned 
by Stephens Co. 


The defendants, without admitting or denying the 


Qeorseniea' set forth in the Commission’s Complaint, 


onsented to the entry of the injunction and the 
appointment of a Receiver. 


Accordingly, the Order of Permanent Injunction was 
entered by the Honorable Jose V. Toledo, Chief Judge, 
which provides for the appointment of Rafael Ocasio, 
Suite 1108, Pan American Building, Hato Rey, Puerto 
Rico, 00917, as Receiver for Stephens Co. 


The Receiver, among other things, is to take charge of 
the assets of Stephens Co. and submit an appropriate 
plan to the Court relative to the further development or 
liquidation of the property owned by Stephens Co. as 
may be in the best interests of the shareholders of 
Stephens Co. 


The Commission wishes to acknowledge the assistance 
of the Department of the Treasury, Commonwealth of 
Puerto Rico, and the assistance of the United States 
Attorney for the Commonwealth of Puerto Rico. 





Litigation Release No. 7969/June 10, 1977 


UNITED STATES v. E. JOHN WENTLAND, et al. 
(76-107-CR-T-H) 


John L. Briggs, United States Attorney for the Middle 
District of Florida, Jule B. Greene, Administrator of the 
Atlanta Regional Office, and William Nortman, 
Associated Regional Administrator of the Miami 
Branch Office of the Securities and Exchange 
Commission announced that on May 26, 1977, Ernest 
John Wentland (‘‘Wentland’’) former President and 
Chairman of the Board of Stuart-Martin Development 
Corp. Inc. (‘‘Development Corp.’’), Continental Land 
Corporation (‘‘Continental’’) and Continental-South- 
east Land Corporation (‘‘Continental-Southeast’’), 
formerly headquartered in Miami, Florida, was con- 
victed of 15 counts of mail fraud and one count of 
conspiracy to violate the mail fraud statute, 18 U.S.C. 
1341, following a jury trial before the Honorable 
Benjamin Krentzman in the Middle District Court of 
Florida, Tampa Division. 


The charges arose from the fraudulent sale of 
approximately $6 million of corporate promissory notes 
of Development Corporation purportedly secured by 
mortgages on undeveloped real estate in Florida. The 
total number of investors exceeded 500. 


This conviction marks the culmination of one stage of a 
wide Federal investigation into the Florida first mort- 
gage fraud schemes that were perpetrated between 
1972 and 1975. The investigation was concluded by the 
United States Securities and Exchange Commission 
and the United States Postal Inspection Service. 


Other defendants named in the Wentland indictment 
including Wallace W. White, William White, Charles 
White, Lane Hartwell and David Edstrom have all been 
convicted with Hartwell and Edstrom being sentenced 
to three years imprisonment. The three Whites’ will be 
sentenced before the Honorable William Terrell 
Hodges, Judge of the Federal District Court in Tampa 
on June 3, 1977. Wentland is scheduled for sentencing 
July 1, 1977 by the Honorable Benjamin Krentzman, 
Judge of the Federal Court in Tampa, Florida. 
Appearing on behalf of the United States were Robert 
C. Weaver and David R. Addis, Trial Attorneys of the 
Criminal Fraud Section of the Department of Justice, 
Washington, D.C. 


On April 25, 1974 the Commission filed a civil in- 
junctive action entitled SEC v. Continental Land 
Management Corporation, et al, against Lane Hartwell, 
E. John Wentland and others. In the Commission’s 
action, the defendants Hartwell and Wentland con- 
sented to the entry of permanent injunction without 
admitting or denying the allegations of the Commis- 
sion’s complaint. 


On December 27, 1974 the Commission filed a civil in- 
junctive action entitled SEC v. LTP Properties, Inc., 
et al, against David Edstrom and others. In the 
Comimission’s action, the defendant Edstrom, without 
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admitting or denying the allegations in the complaint, 
consented to the entry of permanent injunction. (For 
further information, see Litigation Release No. 6339, 
6659, 6484, 6664, 7068 and 7605.) 





Litigation Release No. 7970/June 10, 1977 


SEC v. EQUITY SERVICE CORPORATION, ET AL. 
(E.D. Pa., Civil Action No. 77-1468) 


Paul F. Leonard, Administrator of the Washington Re- 
gional Office and Thomas H. Monahan, Assistant Re- 
gional Administrator of the Philadelphia Branch Office, 
announced that on May 23, 1977, Federal District 
Judge Edward N. Cahn entered Orders of permanent 
injunction by consent against Equity Service Cor- 
poration, a Pennsylvania corporation, Robert H. 
Mortimer and Virginia Joan Mortimer of Philadelphia, 
Pennsylvania, Leverage Resources Corporation and 
Fred Fleischman of New York, New York, Robert F. 
Abramson of Framingham, Massachusetts, Pacific- 
Atlantic Oi! Co. and James P. Spillers of Lafayette, 
Louisiana, enjoining them from violating the securities 
registration and antifraud provisions of the federal 
securities registration and antifraud provisions of the 
federal securities laws in connection with the offer and 
sale of interests in oil and gas wells. The defendants 
consented to the entry of the injunctions without ad- 
mitting or denying the allegations contained in the 
Commission’s Complaint. 


Additionally, on May 24, 1977, the Court appointed 
William F. Weidert, a Certified Public Accountant from 
Philadelphia, Pennsylvania, as a temporary receiver 
over syndications created by the named defendants. 


For further information, see Litigation Release No. 
7909. 





Litigation Release No. 7971/June 13, 1977 


SEC v. THOMAS ROAD BAPTIST CHURCH AND 
RELATED MINISTRIES, et al. 
(W.D. of Va., Lynchburg Div., 
73-C-46-L) 


Civil Action No. 


Paul F. Leonard, Administrator of the Washington 
Regional Office, announced that on May 31, 1977, the 
Honorable James C. Turk, United States District Judge 
for the Western District of Virginia, granted a petition 
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of the Special Finance Committee to terminate an order 
dated August 10, 1973, establishing the Special 
Finance Committee to operate the financial affairs of 
Thomas Road Baptist Church (TRBC) and related min- 
istries. Judge Turk, in thanking the Special Finance 
Committee, stated that their progress was “beyond ~@ 
pectations.” Liabilities of TRBC have been reduced 
from approximately $16 million as of August 10, 1973, 
to approximately $6 million as of May 31, 1977. Judge 
Turk found that all of the securities of TRBC outstand- 
ing as of August 10, 1973 have been paid or payment is 
either guaranteed or secured by monies or properties 
pledged for that purpose. The underlying permanent 
injunction against TRBC and all other defendants 
remains in effect. 


For further information, see Litigation Release Nos. 
6019 and 6037. 





Litigation Release No. 7972/June 14, 1977 


SEC v. SHAUGHNESSY & CO., INC. et al. 
(D. Minn., CIVIL ACTION NO. 3-77-243) 


William D. Goldsberry, Administrator of the Chicago 
Regional Office, announced today that on May 26, 
1977, the Commission filed a complaint in the Unites @ 
States District Court at St. Paul, Minnesota. The com- 
plaint seeks a temporary restraining order and a pre- 
liminary and permanent injunction to restrain and en- 
join Shaughnessy & Co., Inc. (Registrant), a registered 
broker-dealer, and Lawrence Shaughnessy, Sr. 
(Shaughnessy), president and treasurer of Registrant, 
from violating the net capital and reporting 
requirements of the Federal securities laws. 


The complaint alleges that Registrant, aided and 
abetted by Shaughnessy, has permitted its net capital 
to fall below the $25,000 minimum requirement. The 
complaint further alleged that Registrant has failed to 
give the required telegraphic notice of its condition. In 
addition, the complaint also alleges that Registrant 
has failed to file its Form X-17A-5 report for its last 
fiscal year. 





Litigation Release No. 7973/June 14, 1977 


STATE OF CALIFORNIA vs. JOHN D. SLAWTER and 
LEROY SOMMER € 
William D. Goldsberry, Administrator of the Securities 
and Exchange Commission’s Chicago Regional Office, 
and John K. Van De Kamp, District Attorney for the 





County of Los Angeles, California, announced that on 
April 26, 1977, John D. Slawter, a resident of Colum- 
bus, Ohio, and Leroy Sommer, a resident of Hidden 
Hills, California, appeared before U.S. District Judge 


led guilty to violation of Section 25540 of the 
California Corporate Code in one count (sale of an 
interest in an oil and gas lease without securing a 
qualification of such security and transaction). 


@r::": Johnson in Los Angeles, California, and each 


Judge Johnson then sentenced the defendants as 
follows: Proceedings were suspended, and they were 
placed on probation for a period of seven years. Each 
defendant was ordered to make restitution through the 
Probation Office in one-half the amount claimed lost in 
the indictment. The claimed loss in the indictment was 
$96,000, and one-half the amount will be $48,000. 


On the 1st day of November, 1974, John D. Slawter had 
consented to a decree of injunction issued by the 
USDC, S.D. Ohio, prohibiting further violations of the 
registration and anti-fraud provisions of the Federal 
securities laws, without admitting or denying the 
allegations of the complaint filed by the Commission. 


(See Litigation Release No. 6578) 





J Daiication Release No. 7974/June 14, 1977 


U.S. v. HEINZ JURGEN HESSE, et al. 
(N.D. Tex., 77-35) 


Kenneth J. Mighell, United States Attorney for the 
Northern District of Texas, and Richard M. Hewitt, Ad- 
ministrator of the Fort Worth Regional Office of the 
Securities and Exchange Commission, today jointly 
announced that all remaining defendants entered guilty 
pleas in Federal District Court at Dallas, Texas on June 
6, 1977, the date for the start of trial on a 25-count 
indictment returned by the Federal Grand Jury on April 
26,1977. 


Federal District Judge Patrick Higginbotham on June 
6, 1977 accepted guilty pleas from John P. Poulos, 
Dallas, to one count of mail fraud; Jack L. Deaton, Fort 
Worth, Texas, to one count of securities fraud; and 
James R. Daffron, Dallas, to one count in a 
superseding misdemeanor information charging secu- 
rities fraud. 


ormerly of Dusseldorf, West Germany, and Larry N. 
Cook, Dallas, each entered guilty pleas to one count of 
conspiracy and one count of mail fraud. On June 2, 
1977, John G. Wilson, Dallas, entered a plea of guilty 
to one count of securities fraud and to one count ina 


Qeire: on May 27, 1977, Heinz Jurgen Hesse, Dallas, 


superseding information charging misprision of 
felony. Also on June 2, 1977, Ross D. Greenstreet, 
Dallas, pled guilty to one count of misprision of felony 
in a superseding information. 


On December 15, 1976, the United States Attorney filed 
a criminal complaint against Hesse, contemporane- 
ously with the filing by the Fort Worth Regional Office 
of a civil complaint against HJH, Inc., Cappetro, Inc., 
Fossil Petroleum Corp., Hesse, Cook, Poulos and 
Wayne M. Luter, Dallas, seeking civil injunctive relief 
and alleging the operation of a massive Ponzi scheme 
involving the sale of over $27,000,000 worth of 
fractional undivided working interests in oil and gas 
wells to European investors located primarily in Swit- 
zerland, West Germany and Italy. On February 10, 
1977, a Federal Grand Jury returned a 25-count indict- 
ment against the seven defendants which was 
superseded on April 26, 1977, by an indictment which 
charged the defendants with securities fraud, mail 
fraud, interstate transportation of stolen property, and 
conspiracy in connection with the Cappetro, Inc. 
scheme. 


Judge Higginbotham set sentencing for June 24, 1977. 





Litigation Release No. 7975/June 14, 1977 


SEC v. CENTURY MORTGAGE CO., LTD., et al. 
(D. UTAH, C-77-0049) 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange 
Commission, announced that on May 10, 1977, Judge 
Aldon J. Anderson of the federal district court in Salt 
Lake City, Utah, issued orders of permanent injunction 
by default against defendants Century Mortgage Co., 
Ltd., and Gateway Valley Estates, Inc., both Utah cor- 
porations, and Market Fund Corp., a Colorado 
corporation. Judge Anderson, on the same date, 
issued a preliminary injunction by default against 
defendants Rex D. Parsons of Phoenix, Arizona, and 
Johney B. Kearney, Jr., of Salt Lake City. The re- 
spective defendants are enjoined from violating the re- 
gistration and antifraud provisions of the federal secu- 
rities laws in connection with the offer and sale of cer- 
tain debt securities, consisting of Century Capital 
Notes, investment contracts, and evidences of 
indebtedness relating to first real estate mortgages and 
real estate contracts. 


See Litigation Releases Nos. 7801, 7814 and 7845. 
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Litigation Release No. 7976/June 16, 1977 


SEC v. INVESTMENT DIVERSIFIED, LTD., et al. 
(N.D. ILLINOIS CIVIL NO. 76 C 4184) 


William D. Goldsberry, Administrator of the Chicago 
Regional Office of the Securities and Exchange 
Commission, announced that on June 6, 1977, the 
Honorable Alfred Y. Kirkland, United States District 
Judge for the Northern District of Illinois, Eastern 
Division, entered a Final Judgment of Permanent In- 
junction and Order Granting Ancillary Relief by con- 
sent against Seafood Farms, Inc., a Delaware 
corporation, and Richard D. Smith of Indialantic, Flo- 
rida, permanently enjoining Seafood and Smith from 
future violations of the registration and anti-fraud 
provisions of the Federal securities laws in the offer 
and sale of securities, namely, limited partnership in- 
terests in Coastal Shellfish. 


In addition, the Order required the defendants to 
provide the court an accounting of all funds received 
from investors in connection with the limited partner- 
ship interests sold by the defendants, the uses to 
which such investor funds were put and the amount 
and location of any remaining funds. 


Smith and Seafood consented to the injunction without 
admitting or denying the allegations in the Commis- 
sion’s complaint. 


For further information, see Litigation Release No. 
7655. 





Litigation Release No. 7977/June 16, 1977 


UNITED STATES v. GEORGE APOSTOL 
(N.D. Ill. No. 77 CR 366) 


Samuel K. Skinner, United States Attorney for the 
Northern District of Illinois, and William D. Goldsberry, 
Administrator of the Chicago Regional Office of the 
Securities and Exchange Commission, announced that 
on April 19, 1977 a Federal Grand Jury in Chicago, Ill- 
inois returned a 23 count indictment charging George 
Apostol, President of Pan America Land Research, Inc. 
(Pan America), with violations of the mail fraud statute 
in 20 counts and three counts of perjury. 


The indictment alleged; among other things, that 
Apostol, while operating Pan America, obtained 
advance fees from sellers of real estate, promising to 
purchase the real estate after 2 years if Apostol could 
find no buyer. The indictment alleged that Apostol later 
approached the sellers and sold them shares of Pan 
America stock in exchange for their real estate and ad- 
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ditional cash. The indictment alleges that Apostol, in 
the offer and sale of the aforementioned securities, 
made misrepresentations to the effect that Pan 
America and his other companies had substantial suc- 
cess in selling real estate listed by prospective sallersi@® 
that Pan America would guarantee dividends on its 
stock in the amount of at least 12% annually; and that 
a balance sheet Pan America provided to investors was 
prepared by a Certified Public Accountant. The 
indictment also alleges that Apostol converted funds 
from Pan America’s checking account to his own 
personal use and that he failed to inform investors that 
Pan America never generated a profit from operations. 


The Commission previously obtained injunctive relief 
against Pan America and Apostol from _ further 
violations of the registration and antifraud provisions 
of the Federal securities laws in connection with the 
offer and sale of securities of Pan America or any other 
security. Pan America and Apostol consented to the 
entry of the injunction without admitting or denying 
the allegations of the Commission’s complaint. For 
further information see Litigation Release No. 7047 and 
Litigation Release No. 7122. 





Litigation Release No. 7978/June 16, 1977 


UNITED STATES v. FRANCIS D. DUVAL, VANCE D. : : 
McCARTY 
(E.D., Wash. Civil Action No. 75-233) 


Jack H. Bookey, Administrator of the Seattle Regional 
Office of the Securities and Exchange Commission, 
announced that on May 25, 1977 Judge Marshall A. 
Neill entered Orders of Permanent Injunction by con- 
sent against Francis D. Duval (Duval), and Vance D. 
McCarty (McCarty) of Spokane, Washington for 
violations of registration and anti-fraud provisions of 
the federal securities laws and against Mrs. Estelle 
Duval, the transfer agent, for registration violations. 
The Order also granted ancilliary relief against Duval 
and McCarty. 


Defendant Wayne L. Sanders, a salesman, previously 
consented to an Order of Permanent Injunction for 
selling unregistered shares of Gold Reserve Corpo- 
ration (GRC) common stock. 


The Complaint alleged Duval and McCarty usurped a 
corporate opportunity of GRC which they later sold to 
Pegasus Exploration Ltd. (Pegasus), a Canadian com- 
pany, together with the assets of GRC. Additionally, 
they allegedly acquired 1.8 million shares of treasury 
stock of GRC without disclosing the corporate oppor- 
tunity and Pegasus transaction to all directors and 
stockholders. Additionally, Duval and McCarty, aided 





by Mrs. Duval, sold over three million shares of GRC 
common stock without registration. 


The injunction required Duval and McCarty to disgorge 
all of the 1.8 million shares of treasury stock to GRC; 
Duval to (a) disgorge 25,000 Pegasus shares to GRC; 
(b) resign as president and director of GRC and refrain 
from serving for a period of three years; McCarty is 
required to disgorge 20,000 Pegasus shares to GRC. 


The defendants consented to entry of the injunction 
without admitting or denying the allegations of the 
Complaint which was filed July 3, 1975. 


For further information see Litigation Releases Nos. 
6989, 7135, 7230, 7639, 7914. 





Litigation Release No. 7979/June 16, 1977 


U.S. v. HARRY E. NILES, et al. 
(USDC, No. Dist. of Texas, Dallas Division, Criminal 
No. CR-3-77-15) 


Michael P. Carnes, United States Attorney for the 
Northern District of Texas, Robert H. Davenport and 
Richard M. Hewitt, Administrators of the Denver and 
Fort Worth Regional Offices of the Securities and Ex- 
change Commission respectively, today announced 
that on May 13, 1977 the Honorable Sarah T. Hughs, 
Judge, sentenced Harry E. Niles, Tulsa, Oklahoma, to 
confinement in a jail-type institution for a period of two 
months and probation for a period of 2% years. The 
sentence was imposed upon a plea of guilty to Count 2 
of an information charging misprision of a felony by 
concealing knowledge of commission of a felony by 
others in the offer and sale of securities. Additionally, 
Niles was fined $5,000 on his plea of guilty to Count 1 
of the information charging fraud in the purchase and 
sale of securities, without knowledge. 


For further information see Litigation Release No. 
7778. 








“TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 472/June 15, 1977 


A notice has been issued giving interested persons un- 
til June 30, 1977 to request a hearing on an application 
of Atlantic Richfield Company and ARCO Pipe Line 
Company for a finding that the trusteeships of Morgan 
Guaranty Trust Company of New York under three 
indentures qualified under the Trust Indenture Act, of 
1939, and a new indenture not to be qualified under 
that Act, are not so likely to involve a material conflict 
of interest as to make it necessary in the public interest 
or for the protection of investors to disqualify Morgan 
Guaranty Trust Company of New York from acting as 
trustee under all of these indentures. 








ACCOUNTING SERIES ACT 





Accounting Series Act 
Release No. 220/June 15, 1977 


See 


SECURITIES ACT OF 1933 
Release No. 5835/June 15, 1977 








SECURITIES INVESTOR PROTECTION 
ACT OF 1970 


SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 61/June 13, 1977 





See 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13620/June 13, 1977 
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